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WEDNESDAY, FEBRUARY 20, 1957 


Houses oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Messrs. Spence, Brown, Patman, Addonizio, Barrett, 
Vanik, Healey, Rutherford, Coad, Anderson, Breeding, Talle, Kil- 
burn, Widnall, Betts, Mumma, McVey, Hiestand, Seely-Brown, Hen- 
derson, and Chamberlain. 

The Cuarrman. The committee will be in order. 

We have met to consider H. R, 4135. 

(The bill is as follows:) 


[H. R. 4185, 85th Cong., 1st sess. ] 


A BILL To promote and preserve local management of savings and loan associations by 
protecting them against encroachment by holding companies 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That title IV of the National Housing Act, 
as amended (12 U. 8S. C., sec. 1724 et seq.), is amended by adding at the end 
thereof the following new section: 


“REGULATION OF HOLDING COMPANIES 


“Sec. 408. (a) (1) As used in this section, the term ‘company’ means any cor- 
poration, business trust, association, or similar organization, but does not include 
the Federal Savings and Loan Insurance Corporation, any partnership or any 
company the majority of the shares of which is owned by the United States or 
by any State. 

*“(2) As used in this section, the term ‘stock’ means nonwithdrawable stock, 
underlying ownership stock other than mutual shares in a mutual institution, 
permanent stock, guaranty stock, or stock of a similar nature (as defined by 
the Federal Home Loan Bank Board by regulation) by whatever name called. 

“(3) For the purposes of this section, a company shall be considered as having 
control of an institution if such company owns, controls, or holds with power to 
vote more than 10 percentum of the stock of such institution, or if the Federal 
Home Loan Bank Board determines, after reasonable notice and opportunity 
for hearing, that such company directly or indirectly exercises a controlling 
influence over the management and policies of such institution. 

“(b) (1) The Corporation shall reject any application made for insurance 
under this title on or after the date of the enactment of this section if it finds 
that the applicant is controlled by any company which also controls any insured 
institution or any other applicant for insurance. 

“(2) If an application of any institution for insurance under this title is 
approved on or after the date of the enactment of this section, and the Federal 
Home Loan Bank Board subsequently determines, after reasonable notice and 
opportunity for hearing, that at the time of such approval such institution was 
controlled by a company which also controlled another insured institution (or 
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another applicant for insurance if the application of such other applicant was 
approved), the Board shall either— 
“(A) terminate the insured status of such institution ; or 
“(B) require such company, in the manner provided in subsection (e) 
of this section, to dispose of so much of the stock of such institution, or 
take such other action, or both, as may be necessary to divest itself of its 
control of such institution. 
If the insured status of an institution is terminated under subparagraph (A), 
the provisions of section 407 relating to continuation of insurance of accounts, 
examination by the Corporation during the period of such continuation, final 
insurance premium, and notice to insured members shall be applicable as though 
the termination had been ordered under such section 407. 

“(c) It shall be unlawful for any company on or after the date of the enact- 
ment of this section— 

“(1) to acquire the control of more than one insured institution; or 
(2) to acquire the control of an insured institution when it holds the 
control of any other insured institution. 

“(d) Any company may, without regard to subsection (c), acquire stock pur- 
suant to a pledge or hypothecation to secure a loan or in connection with the 
liquidation of a loan, but it shall be unlawful for any such company to retain 
for more than one year any control the acquisition of which by such company 
would, except for this subsection, have been unlawful under subsection (c). 

“(e) If, in the opinion of the Federal Home Loan Bank Board, any company 
holds control of an institution and such control was acquired in violation of 
subsection (c) or retained in violation of subsection (d), it shall give such 
company notice that if it does not divest itself of such control within thirty 
days an action will be brought to force the divestiture thereof. If such com- 
pany does not dispose of so much of the stock of such institution, or take such 
other action, or both, as may be necessary to divest itself of such control within 
thirty days after the receipt of such notice, the Board shall, without regard to 
any statute of limitation, institute in the United States district court for the 
district in which the home office of such company is located, or in the United 
States District Court for the District of Columbia, and prosecute to final satis- 
faction, an action to require divestiture of such control. Such courts shall have 
jurisdiction of all actions brought under this subsection and, in view of the fact 
that the questions involved are of general public importance, shall hear and 
determine such actions with all reasonable promptness. Any such action shall 
be brought by the Federal Home Loan Bank Board in its own name and may, 
in the discretion of the Board, be prosecuted through its own attorneys. All 
expenses of the Board under this subsection shall be considered as nonadminis- 
trative expenses.” 

The Cnuarmman. The clerk will call the first witness. 

The CrerK. Mr. Chairman, the first witness is Mr. Robertson, 
Chairman of the Federal Home Loan Bank Board; accompanied by 
Mr. Dixon and Mr. Hallahan, members of the board. 

The Cuamman. We are very glad to have you gentlemen. You 
may proceed. 

I suppose you would like to read your statement without interrup- 
tion and then submit yourself to questioning by members of the 
committee. 

Mr. Rorerrson. As you wish. 

The CHarrman. I think that would be best. 


STATEMENT OF ALBERT J. ROBERTSON, CHAIRMAN, FEDERAL 
HOME LOAN BANK BOARD; ACCOMPANIED BY IRA DIXON AND 
WILLIAM J. HALLAHAN, MEMBERS OF THE BOARD 


Mr. Rosertrson. Very well. 

Mr. Chairman and members of the committee, it is with particular 
interest and pleasure that as Chairman of the Federal Home Loan 
Bank Board I make this, my first, appearance before this committee 
which for a quarter of a century has consistently concerned itself with 
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the soundness and well-being of the savings and loan industry and 
the protection of the public which that industry serves. I am accom- 
panied by my two colleagues on the Beard, Mr. Ira Dixon and Mr. 
William J. Hallahan. 

The subject of our statement is H. R. 4135, which was introduced 
by the chairman of this committee and which, as its title indicates, is 
a bill “to promote and preserve local management of savings and loan 
associations by protecting them against encroachment by holding 
companies. 

So far as the Federal Home Loan Bank Board has been able to 
ascertain, the entry of holding companies into the savings and loan 

field is of comparatively recent origin. To the best knowledge of the 
Board, the use of the holding-company device to acquire control of 
savings and loan institutions is not widespread at the present time. 

The principal holding companies owning two or more associations 
are the Great Western Financial Corp., a Delaware corporation or- 
ganized in 1955 to acquire control of the stock of the Great Western 
Savings & Loan Association of Los Angeles, and the First Security 
Corporation of Utah. 

The former has acquired 3 additional associations since its creation 
some 18 months ago, and the latter controls 1 association located in 
Utah and 1 association located in Idaho. 

Your committee is well acquainted with the use of holding com- 
panies in the financial field, having in the last Congress dealt with 
this subject in the sphere of commercial banking. The legislative 
measures which were then under consideration resulted in the enact- 
ment of the Bank Holding Company Act of 1956. This matter had 
been the subject of hearings during several Congresses. 

One of the difficulties encountered in the enactment of such legis- 
lation was the fact that a number of bank-holding companies were 
already in existence, some of them having been operating for many 
years. They had aggregate assets in the billions of dollars. 

Some of these bank-holding companies had substantial assets in 
the nonbanking field. A few were principally investment companies. 
Others, through their stockownership, determined operating policies 
of their various subsidiaries. Some were interstate in their opera- 
tions, some intrastate. 

Several owned controlling interests in banks in States which pro- 
hibited branch banking and were subject to the contention that the 
holding-company device was being used to circumvent these branch 
prohibitions, or other branching limitations. ‘These facts understand- 
ably presented problems to the Congress in its desire to protect the 
pub lic interest on the one hand and to do equity to existing institu- 
tions on the other. 

Comparable situations either do not exist, or are present only to a 
very limited degree, in the savings and loan field. This field, there- 
fore, presents a much less complicated problem. 

One of the principal arguments advanced for bank-holding com- 
panies was that they were a source of capital for their subsidiary banks 
and that management, investment, and technical services could be 
provided for the subsidiary banks which would result in sounder and 
more efficient operations. 

This argument might be valid in the banking field, but it does not 
necessarily apply to the savings and loan industry. 
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In the first place, our experience has shown that the holding com- 
pany supplies little if any capital to the association, but on the other 
hand is attracted to the acquisition of associations because of their 
already existing capital structure. 

With respect to management, the savings and loan business is of a 
highly localized nature. Basically and historically, savings and loan 
associations are local institutions designed to serve two primary ends— 
the encouragement of thrift and the promotion of homeownership. 
Their investments are chiefly in residential mortgages, principally on 
single-family homes. The bulk of their mortgage loans are generally 

made within a 50-mile radius of their home offices. This 1 requires 
management not only skilled and experienced in the savings and loan 
field but especially well versed in local real-estate conditions and 
trends. 

For these reasons the Board favors the enactment of legislation to 
limit the entrance of holding companies into the savings and loan field. 
The Board is not now advancing the argument that any savings and 
loan holding company currently has a monopoly in the area in which it 
operates. Such a contention could likewise not have been advanced 
with respect to bank holding companies in their early years of 
existence. However, as they grew in assets and holdings the Congress 
recognized the potential dangers of concentrated control and the 
need for regulation. The same development could take place in those 
areas in which nonmutual savings and loan companies are permitted to 
operate, or in which they may in the future be permitted to operate. 

As has been stated, savings and loan holding companies are of com- 
paratively recent origin, and they are, so to speak, in their infancy. 
The Board feels that now is the time for the Congress to legislate 

on this matter, before their activities become w idespread. 

The Board likewise feels that H. R. 4135, the measure now before 
this committee, would provide, with perhaps some amendment, an 
appropriate vehicle for such legislation. 

Under the bill, it would be unlawful for any company, on or after 
its enactment, to acquire the control of more than one institution the 
accounts of which are insured by the Federal Savings and Loan Insur- 
ance Corporation, or to acquire the control of an insured institution 
when it already holds the contro] of any other insured institution. 

For the purposes of the measure, a company would be considered as 
having control of an institution if such company owns, ear , or 
holds with power to vote more than 10 percent of the stock of such 
institution, or if the Federal Home Loan Bank Board determines, 
after reasonable notice and opportunity for hearing, that such com- 
pany directly or indirectly exercises a controlling influence over the 
management and policies of the institution. 

Without regard to these provisions, a company could acquire stock 
pursuant to a pledge or hypothecation to secure a loan, or in connection 
with the liquidation of a loan, but it would be unlawful to retain for 
more than 1 year any control the acquisition of which would, except 
for this provision, have been unlawful under the bill. 

If, in the Board’s opinion, any company held control of an institu- 
tion and such control was acquired or retained in violation of these 
provisions, the Board would be under a duty to give the company 
notice that if it did not divest itself of such control within 30 days an 
action would be brought to force the divestiture thereof. 
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In the event that the company did not dispose of so much of the 
stock of the institution, or take such other action, or both, as might 
be necessary to divest itself of such control within 30 days after the 
receipt of the notice, the Board would be under a duty to institute 
court action to require divestiture of such control. 

Further, the Federal Savings and Loan Insurance Corporation, 
which is operated by the Federal Home Loan Bank Board, would 
be directed to reject any application for insurance if it found that 
the applicant was controlled by any company which also controlled 
any insured institution or any other applicant for insurance. 

If any application for insurance was approved and the Board sub- 
sequently determined, after reasonable notice and opportunity for 
hearing, that at the time of approval the institution was controlled 
by a company which also controlled another insured institution—or 
another applicant for insurance, if the application of such other apph- 
cant was approved the Board would be directed either to terminate 
the insured status of the institution or to require the company, in the 
same manner as in the case of unlawful acquisition of control, to 
dispose of so much of the institution’s stock, or take such other action, 
or both, as might be necessary to divest it of its control of the institu- 
tion. 

The Board is of the opinion that these provisions would provide an 
appropriate basic framework for the prevention of further incursion 
of the holding-company system into the savings and loan field. It 
suggests, however, that the committee give consideration to the fol- 
lowing matters in the interest of perfecting the measure. 

First, the Board notes that the term “company,” as defined in the 
bill, does not include partnerships. The Board is apprehensive that 
this omission might provide a possible loophole by which the objec- 
tives of the legislation might be defeated. 

Second, the Board recommends that the committee give serious 
consideration to amendments which would (1) require the approval 
of the Board for the acquisition of control of one insured institution 
by a company, and (2) prohibit upstream loans to the holding com- 
pany or any loan to any subsidiary owned or controlled by the holding 
company. 

With regard to the suggested amendment to require approval of 
the Board for acquisition of control of a single insured institution, 
the Board has had recent experience with a holding company which 
owns several banks and also two savings and loan associations. 

One of the savings and loan associations is insured by the Federal 
Savings and Loan Insurance Corporation and the other association 
is not so insured. This holding company advertised jointly its bank- 
ing and its savings and loan facilities in the newspapers, as well as 
in its several bank offices, and accepted savings for at least one of 1és 
savings and loan associations in the lobby of one of its banking sub- 
sidiaries. 

Such an intermingling of advertising with respect to banking facili- 
ties and savings and loan facilities is not only confusing to the public 
but, in effect, permits the use of banks as branches of savings and loan 
associations. The requiring of the approval of the Board for a hold- 
ing company to acquire c ontrol of one insured institution would enable 
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the Board to make sure that occurrences of this kind did not take 
place in the future. : 

In this connection, it might be advisable to amend the bill to pro- 
hibit any company from continuing to hold control of any insured 
savings and loan association if it subsequently acquired control of an 
uninsured savings and loan association. 

The suggest ed amendment rel: iting to loans would prevent unde- 
sirable self- dealing. The Board believes that one of the fund: mental 
rules of sound lending is that the parties concerned deal at arm’s 
length. This amendment would preserve this sound and tested lend- 
ing requirement with respect to institutions whose loanable funds are 
derived almost entirely from the general public. 

Third, the Board suggests that consideration be given to the advisa- 
bility of including criminal penalties for willful violation of the 
provisions of the bill. The Board feels that such penalties should 
apply not only to companies which are guilty of such willful violation 
but also to any individual who willfully participates in any such 
violation. The provisions of the first two sentences of section 8 of 
the Bank Holding Company Act of 1956 would appear to be appro 
priate for this purpose. 

Finally, the Board suggests that the power of divestiture should 
be broadened to extend not only to cases where there mee been an 
unlawful acquisition of control but also to cases where a company, 
whether or not by reason of violation of any alia of the bill, 
holds—except by reason of holdings outstanding on the effective date 
of the measure—the control of more than one insured institution. 

This last suggestion is made because situations in which a company 
holds control of more than one insured institution might arise by 
operation of law or in other ways not involving unlawful action on 
the part of anyone. In such cases there should be a power of divesti 
ture, although there would, of course, be no wnlawful action to which 
any criminal penalties could attach. 

The Board wishes to commend the committee for its promptness in 
taking up this legislation designed to preserve the local, community 
character of s: avings and loan associations. 

We have been advised by the Bureau of the Budget that there is no 

objection to the submission of this testimony. 

Now, my colleagues and I shall be glad to undertake to answer any 
questions | you may have. 

The CuatrmMan. We will adopt the 5-minute rule this morning as 
we have in the past. 

Why is it that you think it would be essential to include partner- 
ships in the definition of “company” ? 

It seems to me that the objection to a corporation getting control 
is that it is organized merely for that purpose and has perpetuity. 
Would not a partnership have the same characteristics as an indi- 
vidual ? 

Mr. Rozertson. We discussed that among ourselves yesterday after- 
noon. Mr. Hallahan, will you enlarge on that, please. 

The Cuamman. Mr. Hallahan has - always had great weight with 
me. 

Mr. Hatianan. Mr. Chairman, may I say it is certainly a pleasure 
to be back in this particular room and also a pleasure to be sitting at 
this particular table. 
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The Cuatrman. You know the door is always open to you, and we 
always welcome you. 

Mr. Hatnanan. Thank you, sir. Our counsel has advised in this 
respect that there are a number of self-perpetuating partnerships, 
and I think probably the New York Stock Exchange is a good 
example, and I think it was due to the fact that you could have per- 
petuity in the partnership form that the Board made the suggestion 
that it did. 

The CHatrman. Well, a partnership has the same characteristics 
as an individual, as a rule. Partners die, whereas a corporation can 
live forever. It seems to me there is quite a distinction between a 
partnership and a corporation. 

Mr. Hat.anan. I think there certainly is a basic distinction, as the 
Chairman has pointed out. I merely reiterate that our counsel advises 
us that there are well-known partnerships, one being the illustration 
that I gave, that do have, in a sense, perpetual existence. 

Now, as I say, the Board suggests that they might be included 
principally to cover situations of that kind. I am sure that they 
wouldn’t be widespread, and, as you say, generally speaking, the life 
of a partnership is usually determined by the natural lives of the 
members thereof. 

The CHairmMan. Is it your opinion that the corporations would obey 
the orde 1s of the Board without sanctions? Do you think it is neces- 
sary to have criminal punishment in my bill ¢ 

Mr. Roserrson. Will you speak on that, Mr. Dixon? 

Mr. Drxon. Sir? 

The Cuatrman. | say do you think that the holding companies 
would obey your orders, even if there were no criminal ‘sanctions in 
the bill 4 

Mr. Ropertson. 1 would think so; yes, sir. 

The Cuamman. I thought we might try that first, and if they 
didn’t behave, then we could put the punishment in the bill. Do you 
think it ought to be in the bill or not ? 

Mr. ROBERTSON. Well, it was suggested, but I feel as you do, that 
the Board’s orders, as you say, might well be followed. 

The Cuairman. Mr. Brown, do vou have any questions ¢ 

Mr. Brown. I will pass for now, Mr. Chairman. 

Che CuHatrman. Mr. Betts— 

Mr, Berrs. Was there a criminal provision in the bank holding 
company bill? I forget now. 

Mr. Rorrertrson. Yes, there was. 

Mr. Berrs. Was it in as we passed it ¢ 

Mr. Rosertrson. Yes. 

Mr. Berrs. I would think that. in justice and fairness and equity, 
if it is good for one it is good for all. 

Mr. Roperrson. That is what we had in mind when we made the 
suggestion. 

Mr. Bervs. That isall Ihave. 

The Cnamman. Mr. Barrett— 

Mr. Barretr. I have no questions, Mr. Chairman. 

The CHairMan. Mr. Mumma- 

Mr. Mumma. Mr. Chairman, I was interested in the reading ot 
the paper on this bill. It is in the nature of a savings and loan as- 
sociation to be essentially local, is it not ? 
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Mr. Rosertrson. That is the language in the original statute—Home 
Owners’ Loan Act of 1933. 

Mr. Mumma. Holding companies could, if they operated, take 
money out of one community and invest it a thousand miles away in 
some pet project or any project they wanted to, and you would get 
away from the intent of the legislation, which is to provide money for 
uses right at home, is that correct? 

Mr. Roserrson. That is possible, yes. 

Mr. Mumma. Now, there is another point. Are not most of these 
savings and loan associations State-chartered ¢ 

Mr. Roserrson. Mr. Dixon—— 

Mr. Drxon. There are a few more State-chartered, but in total 
assets the federally chartered associations have slightly more than the 
State-chartered institutions. In numbers, the State-chartered exceed 
the federally chartered. 

Mr. Mumma. This bill would not prevent a holding company own- 
ing these savings and loan associations within the State, would it? 

Mr. Drxon. Yes, it would. If they were insured institutions. 

Mr. Mumma. That would be the proviso. You couldn’t interfere 
with commerce, though, so long as it was intrastate, could you, unless 
you had something specific like the insurance angle? 

Mr. Drxon. The insurance by a Federal agency would be the only 
legitimate reason that we would have to interfere, I think, in such a 
case. 

Mr. Mumma. These holding companies would not be interested in 
acquiring an uninsured outfit, either, would they? Would they main- 
tain it as an uninsured institution, in your opinion? If they did 
acquire it ¢ 

Mr. Dixon. My only comment on that would be that as is recited 
in our prese ntation here this morning, there is one particular instance 
in which the holding company holds one insured institution and one 
uninsured. 

Mr Mumma, Yes. I had written that down., What is the advan- 
tageinthat? Ordo youthink they will change it around ? 

Mr. Dixon. Well, of course, the probabilities are that the holding 
company figures that we wouldn’t grant insurance to the second one. 
In other words, the uninsured association is of recent origin. 

Mr. Mumma. I can see the point, if I had money to put into a sav- 
ings and loan association, certainly if it was the same rate of interest 
and everything, I would put it into one that is insured. I don’t see 
how you can get away from that. 

Mr. Dixon. Most people will. That is the ] history of the business. 
In other words, there are many uninsured institutions, but practically 
all of the assets are in the insured institutions. 

Mr. Mumma. That is all, Mr. Chairman. 

The Cuatrman. Mr. Rutherford 

Mr. Ruruerrorp. No questions, Mr. airman 

The Cratrman. Mr. McVey- 

Mr. McVey. No questions. 

The Cuatrman. Mr. Coad 

Mr. Coan. I have only one question, Mr. Chairman. 

On the third page of your statement, Mr. Robertson, a holding 
company “would be considered as having control of an institution if 
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such company owns, controls, or holds with power to vote more than 
10 percent of the stock of such institution.” 

What would deter any holding company, 10 of them, from all 
coming in and buying the stock on, say, a 9 percent basis and ending 
up with 90 percent of the stock? 

Mr. Roserrson. Mr. Hallahan—— 

Mr. Hanitanan. I don’t think there is anything in the bill that 
would prevent that, Congressman. But I would assume under the 
theory of the bill that you would not have any one of those holding 
companies exercising direct control over the institution. 

Mr. Coap. Except that perhaps could not the same influence that 
influences the same 10 holding companies thereby influence the con- 
cerns on the lower level ? 

Mr. Hatianan,. Possibly, with respect to basically nonlocal owner- 
ship, your question could be well taken, yes. 

Mr. Coap. That is what I was getting at. I understand, in the 
realms of finance, that even holding companies are held by higher 
sources of influence. 

Mr. Hattanan. I think the provisions of the bill would permit 
the tracing of control held in an indirect manner. In other words, if 
you had a tier of holding companies, or a number of them, but the 
actual control was actually exercised by one of them, I think the bill 
would run that far, to the institution that exercised that control—to 
the one holding company that exercised that control, that is. 

Mr. Coap. Did this idea enter in, in any regard, to the idea of your 
putting in the punishment dene’ 

Mr. Hatianan. No; I think that it was basically advanced because 
there were such provisions in another comparable measure. I think 
basically those prov isions were brought up because they do exist in the 
Bank Holding Company Act. 

Mr. Coap. But you don’t feel that my first question here, in this 
regard, of several holding companies acting together, would consti- 
tute any loophole through which they could get # 

Mr. Hartanan. There would be that possibility although I think 
experience has shown in other fields, where this device has been more 
widely used, that the holding company device is usually used to ac- 
quire control. There are basically only two things that a holding com- 
pany would, I assume, be interested in. It would either be an invest- 
ment company and interested only in the security of the investment 
and the income therefrom, or it would be interested additionally 
in control, and I think the latter is usually the predominant feature. 

Mr. Coap. Well, nine of the holding companies essentially could be 
almost dummy companies, could they not ? 

Mr. Hatnanan. If they were, and you could trace control to one 
of those companies, the provisions of the bill would be effective. 

Mr. Coap. Thank you. That is all, Mr. Chairman. 

The Cuarrman. Mr. Hiestand—— 

Mr. Hresranp. Mr. Robertson, I don’t find in the bill, or in your 
statement, anything—unless I missed it—which would prohibit 
branches of existing associations. This bill is not intended to prohibit 
that, is it? 

Mr. Rozertson. No, sir; it is not related to it. 

Mr. Hiestanp. I think you have made an excellent statement, and 
I think you have stressed an important feature, namely, that local 
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ownership and local management makes this a community enterprise. 
And I think it has much merit. 

I imagine there are those, however, who do see that a holding com- 
pany could supplement and supply more skilled management “where 
needed in some cases, and might conceivably supply added capital. 

Would you like to tell the committee why you think this is a bad 
situation, and why we have to pass such a bill to control this thing ? 

Mr. Rosertson. Our general thesis is that the savings and loan 
industry is primarily a local industry. 

Mr. Hiesranp. We agree that that is good. 

Mr. Rosertson. That is the first contention. 

Now, as to the supplying of capital, the capital requirements of 
the savings and loan associations are not large, and our observation 
has been, as stated here, that instead of the holding company supply- 
ing the capital, they were more or less attracted to the subsidiaries 
because of the capital that was already there. 

As to management it is perfectly conceivable that if a holding 
company had superior management, it might well influence the 
management of its subsidiaries. But we do not feel that in the savings 
and loan industry that that is so important, because ordinarily the 
best management for a savings and loan institution should be in the 
area which it serves, so that the operation would be managed by 
people who are familiar with the values, needs, and the growth of 
the community. 

Mr. Hrestanp. I agree with you on everything you say there. I 
am casting about for the burden of proof. Why should we enact the 
bill? What is bad about the present situation, or its dangers, that 
we should correct? 

Mr. Rosertrson. I would say that the danger would be if the hold- 
ing company device became, shall we say, epidemic, by the acquisi- 
tion of a large number of local associations. 

Mr. Hrestanp. How is that bad ? 

Mr. Rosertson. I don’t know that it would necessarily, per se, 
be bad, except that it would take them out of the local community 
aspect, They would no longer be community enterprises, but part 
of a chain which might be remotely controlled. 

Mr. Hresranp. Well, if a community needs much more aoe 
than it can get in savings, and added capital can be supplied, 
should serve the community much better, don’t you think? 

Mr. Rosertson. I don’t know that additional capital would nec- 
essarily be supplied that way. 

Mr. Hriestanp. By a holding company ? 

Mr. Rorertson. Yes, by that device. Because the capital—the great 
bulk of it—comes from the savers, themselves. 

Mr. Hresranp. Oh, yes. Presently savings and loan associations do 
acquire other capital for the purpose of m: aking loans. 

Mr. Roserrson. Yes, but that is from the Federal Home Loan Bank 
System and that is available to them in any case. 

Mr. Hrestanp. I am trying to justify our passage of the bill, do you 
see, and I am trying to find out what is bad in the present situation. 

Mr. Ronertson. Do you want to comment on that, Mr. Hallahan? 

Mr. Hatianan. I merely would like to s: ay in addition to what the 
Chairman said, that I believe one of the purposes—although I don’t 
believe it is stated in the bill—is to preserve the competitive nature of 
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the local institutions by preventing the undue concentration of control 
over these institutions in a particular community. 

As was stated in the prepared statement, the board does not make 
the contention that any monopoly exists in the savings and loan field 
through the holdings of holding companies at the present time, but it is 
conceivable that through the device of the holding company, using the 
holding company device to acquire more and more local institutions, 
you could have, in one holding company, control over probably the pre- 
ponderant source of this kind of mortgage investment funds in a par- 
ticular community. 

The Cuarrman. Mr. Anderson 

Mr. Anprrson. I have no questions, Mr. Chairman. 

The CuarmrMan. Mr. Seely-Brown 

Mr. Srety-Brown. Mr. Robertson, I would like to carry forward 
the questioning which Mr. Hiestand started. 

Referring to page 1 of your testimony, you referred to two principal 
holding companies and you identified them as the Great Western 
Financial Corporation and the First Security Corporation of Utah. 
In your study of those two holding companies have you been able to 
determine whether or not the holding company has changed in any 
sense the policies of the local savings and loan associations ? 

Mr. Roserrson. I shall ask Mr. Hallahan to answer that. 

Mr. Hatnanan. I don’t think we could make a flat statement, Con- 
gressman, that that was true. 

I think in the case of one of tlem—I am not sure, but I believe that 
the holding company, which in this case is also a bank holding com- 
pany, has held control of these institutions from the beginning—either 
initially or at the point where they commenced to grow. 

Mr. Seety-Brown. If that is so, then is it a fair statement to make, 
namely that your overall feeling is that the holding company device 
might be one more step toward a more complete centralization and 
control ? 

Mr. Hatuanan. Yes. 

Mr. Srrty-Brown. And you feel, as I suppose a good many of us do, 
that that presents a real danger, or possible danger, to our financial 
institutions? Is that your general feeling? 

Mr. Hatianan. Yes; it could develop into that; yes, sir. 

Mr. Srety-Brown. Not that it necessarily has, but you are fearful 
that it would be a logical step that might follow ? 

Mr. Hatianan. Yes, sir. 

Mr. Srety-Brown. That is all, Mr. Chairman. 

The Cuatrman. Mr. Breedin 

Mr. Breeprne. No questions, Mr. Chairman. 

The CuamrmMan. Mr. Henderson 

Mr. Henperson. Mr. Robertson, your statement was very clear and 
complete, and the fact that the bill is being presented and considered 
before the evil actually occurs possibly shows some signs of vigilance. 

I wonder if you feel that there is, in the savings and loan industry, 
a possibility of an evil or potential evil, such as was found in the case 
of the banking industry that occasioned the enactment of the legis- 
lation last year? Isthat the case? : 

Mr. Rosertson. I can’t answer that from my own experience, Per- 
haps Mr. Hallahan can. 
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Mr. Harwanan. I think, Congressman, that potentially there might 
be the concentration of financial assets, and the power that goes with 
them, in some areas, if this device became widespread in the savings 
and loan field in the future. 

Mr. Henverson. Is there any evidence of that right now, that this 
tendency might increase ¢ 

Mr. Hartianan. Only to say that it appears that if there is not 
legislation there will be more holding companies rather than fewer 
holding companies. 

Mr. Henperson. I am just wondering about the people who may 
be affected by this legislation. Is there any widespread opposition to 
the legislation that you know of ? 

Mr. Hatxanan. Not inthe savings and loan field, no, sir. 

Mr. Henpverson. Is there any other field, that you know of? 

Mr. Harranan. I don’t believe there would be any in any other field. 

Mr. Henperson. You have heard of no opposition ? 

Mr. Hartianan. No, there is opposition to this measure, on the 
part of, I would assume, the present holding companies, or at least 
ey so testified before the other body on a similar 
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one of them, because t] 
measure, 

But I think generally the savings and loan industry endorses this 
particular measure. 

Mr. Srety-Brown. Would you yield? 

Mr. Henperson. Yes. 

Mr. Seery-Brown. Isn't it true that this bill would not be retro 
active ? 

Mr. Harianan. Yes, sir. 

Mr. Sreery-Brown. In other words, this measure would not neces- 
sarily affect those holding companies that are already in existence. 

Mr. Rorertson. No, sir. 

Mr. Henperson. It would stop them from any continuation of 
growth, is that so? 

Mr. Dixon. Further acquisition. 

Mr. Hatianan. Not continuation of growth with respect to present 
holdings but with respect to the acquisition of additional ones. 

Mr. Henperson. That is all, Mr. Chairman. 

The Crarrman. Mr. Vanik 

Mr. Vanrx. Mr. Chairman, I just have one question that isn’t 
germane to this bill that I would like to address to the Chairman, if 
I may, as long as he is here. 

The Crarrman. Isthata personal question ? 

Mr. Vantk. No. My question is this, Mr. Robertson: It has become 
the practice in my community for some of the Federal Home Loan 
Banks, in granting loans, to discount the mortgage. discounting the 
mortgagor, and discounting the seller of the real estate on the bor 
rower’s mortgage. The diseount totals 2 percent from the seller, 2 
percent from the purchaser, and I have a suspicion they are taking 
a discount from the real-estate agent. Is there anything in the regu 
lations of the Federal Home Loan Bank which would regulate the 
right to discount, or the parties who could be discounted in any par 
ticular transaction ? 

Mr. Hartianan. I am not familiar with the exact ituation 

Mr. Vanrtx. The situation is this: A piece of property is sold, and 
in order to consummate the sale, they charge the borrower of the 
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money 2 percent discount, and the seller who sells your property an 
additional 2 percent of the borrower’s mortgage in order to carry 
through the transaction. There appears to ‘be no reason w hy the 
real-estate broker should not be char ged 1 or 2 percent for putting 
through the deal. There is no privity ‘of contract between the broker, 
the lending institution, and the seller, therefore no justification for 
discount. 

I am wondering if there is anything in the framework of your 
regulations which would in any way limit or restrict the parties “who 

can be discounted or assessed in order to put through a loan. 

Mr. Haxtitanan. I think without knowing for sure, that the situa- 
tion to which you refer probably concerns a mortgage that is either 
financed with a GI guaranty or FHA insurance. 

Mr. Vanrx. The case which I refer to is not a GI or FHA loan, 
it is a conventional loan by a Federal Home Loan Bank. 

Mr. Hatnanan. I would be very surprised if that existed, Con- 
gressman. 

Mr. Vani. It happened to my own family. 

Mr. Han.anan. bet me say I am more surprised. 

If it were a construction loan, there are some costs attendant—— 

Mr. Vanrk. It wasn’t a construction loan. Just a sale of a piece 
of real property in an older section of the city. 

Mr. Hartianan. lL can’t understand that. 

The Cramman. That is not material to this. 

Mr. Vanix. My question has not been answered. I would like to 
submit this issue to the Board. Discounting of mortgages is objec- 
tionable enough, but when they discount p: arties that are not in privity 
of contract with the lending institution except as escrow agents, I 
think they are going further than they ought to go by regulation. 

Mr. Roserrson. We should like to have a memorandum of the 
transaction and we shall follow it up. 

The Cuarrman. Mr. Chamberlain—— 

Mr. CHAMBERLAIN. Just one question, Mr. Robertson. At the top 
of page 6 of your statement, with reference to your criminal penalties, 
vou say: 

The provisions of the first two sentences of section 8 of the Bank Holding Company 
Act of 1956 would appear to be appropriate for this purpose. 

What are those provisions, please ? 

Mr. Roprerrson. It is section 8: 

Any company which willfully violates any provision of this act, or any regula- 
tion or order issued by the Board pursuant thereto, shall upon conviction be 
fined not more than $1,000 for each day during which the violation continues. 
Any individual who willfully participates in a violation of any provision of this 
act, shall upon conviction be fined not more than $10,000, or imprisoned not more 
than 1 year, or both. 

Every officer, director, agent, and employee of a bank holding company, shall 
be subject to the same penalties for false entries in any book, report or state- 
ment, of such bank holding company, as are applicable to officers, directors, 
agents and employees of member banks, for false entries in any books, reports 
or statements of member banks under section 1005 of title 18, United States 
Code. 

Mr. Cuamperuain. Thank you. 

Mr. Henverson. Will you yield? 

Mr. CHAMBERLAIN. Yes. 
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Mr. Henperson. Coming back to this partnership matter, Mr. 
Robertson, I would like to ask one question. 

Are partnerships today, engaged in the financial field, eligible for 
insurance under the Federal Deposit Insurance Corporation, or Fed- 
eral Home Loan Insurance? 

Mr. Rogertson. No; they y are not. 

I beg your pardon, just a moment. 

Mr. RAR, AHAN. There are some old ones which actually are part- 
nerships. I don’t know that any new ones are formed on that basis, 
but I don’t believe that it would make them ineligible. I just think 
it is a practice that is no longer followed. 

Mr. Henperson. Thank you. That is all. 

The Cuamman. Mr. Healey— 

Mr. Heater. No questions. 

The Cuatrman. Mr. Brown—— 

Mr. Brown. Mr. Hallahan, I notice this bill provides for suits to 
be brought under subsections (b) and (c) in the Federal district courts 
of the defendants, or in the District Court of the District of Columbia. 

What does that mean? Can you bring a suit in the District of 
Columbia against any defendant who lives outside the District ¢ 

Mr. Hatiauan. Is your question, Could we bring an action in the 
District Court of the District of Columbia against a defendant resid- 
ing in any other State? 

Mr. Brown. Yes. 

Mr. Hautxanan. I think the bill as written would permit that. 

Mr. Brown. Then, I think that is wrong. You could select certain 
cases to try in the District and certain others to try in the States of 
the defendants. 

Mr. Hattanan. We would have no objection if the action by the 
Board were limited to the Federal district courts of the area in which 
the company was limited, and no other. 

Mr. Brown. I think it should be brought in the district where the 
defendant lives. 

Mr. Hatxanan. Yes,sir. We have the District of Columbia in here, 
Congressman, because there are associations, of course, existing in the 
District. But we would agree to your suggestion. 

The Cuatmeman. Mr. Robertson, the basic characteristic of savings 
and loan associations, particularly the mutual associations, and also 
one stock associ itions, are that they are local institutions, managed 

by local people, who have an interest in the community, and a hold- 
ing company means nonresident control, and remote control of man- 
agement. Isn’t that the basic reason for preventing holding com- 
panies from increasing their influence and their power? 

Mr. Ropertson. That is our opinion. 

The Cuairman. Yes. Now, after we passed the bank holding com- 
pany bill, and it went to the President and he took 10 days to sign 

Trans-America Corp. went across State lines, purchasing banks 
neem they could find them. It is my recollection that they pur- 
chased 7 or 8 more banks during that period of 10 days. That could 
not happen unless they were operating as a holding company. And 
frequently, by means of this device, the banking laws and the laws 
of savings and loan associations have been violated, isn’t that true? 
Mr. Rosertson. I assume SO; yes, sir. 
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The Cuatrman. Well, I think that is the main reason why this bill 
should be passed. The people have a peculiar affection for the sav- 
ings and loan associations. They believe in them, and the people 
who manage them, I think, have given more of their time and labor 
for less compensation than any other class of people I know. I know 
they feel that they want to continue to operate as they now do, and 
I know they are deathly afraid of the invasion of holding companies. 
Therefore, I think this bill is a very mild bill, but I think it will 
probably accomplish the purpose, which is to keep holding companies 
from gaudng in influence, as the bank holding companies did. 

Now, there may be some very good bank holding companies. But 
where the bank holding company wanted to use its power, it had 
great power which it could use which was subversive of the laws of 
banking, and I have no doubt that the savings and loan associations 
will grow and grow and grow, that then there will be a constant 
incentive for men to organize to control them because, as I understand 
it, there can be great remuneration out of the organization itself, 
and it isa very attractive field. 

How can a holding company acquire control over a savings and 
loan association, other than by stockownership ? 

Mr. Roperrson. I don’t know what other devices it might employ, 
but stockownership would be the direct and simple approach. I 
suppose it could also be done by contracts, management contracts, 
or proxies, but I would assume—— 

The CrarrmMan. And by interlocking directorates, I suppose ? 

Mr. Ronertson. Possibly; yes, sir. Voting trusts might be another 
way. But I would assume that the direct approach would be to acquire 
a controlling interest in the stock of the association. 

Mr. Vantx. Mr. Chairman. 

The Cramrman. Mr. Vanik. 

Mr. Vanrx. With respect to merger control, you have that now, 
do you not? You have full merger control ? 

Mr. Ropertson. Yes, sir. 

Mr. Vantx. This would merely extend your authority over holding 
companies, in effect? 

Mr. Ropertson. No. 

Mr. VANntTK. Well, you would have power under this bill to control 
the holding company acquisitions ? 

Mr. Rogertson. That is right. 

The Cuatrman. The Home Loan Bank Board thinks it would be 
very desirable to pass this legislation, and the budget has no objection 
to it. 

Mr. Ronertson. No, sir, and the Board favors it. 

The CHArrmMAN. Gentlemen, does this conclude your testimony? 

Mr. Roperrson. Yes, sir. i 

The Crarrman. We are very glad to have had you with us and we 
thank you for your views on the subject. We hope you will come back 
frequently and always bring our good friend, Bill Hallahan, who has 
been our clerk and counsel for m: iny years, with you. You may st»nd 
aside if you have no further questions, and your suggested ame 1d- 
ments, I am sure, will be considered by the ¢ ommittee when we go into 
executive session. 

Mr. Rorertson. Thank you very much, Mr. Chairman. 
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Mr. Hawwanan. Thank you, Mr. Chairman. 

The Cuarrman. Our next witness is Mr. George Bliss. 

Mr. Bliss, you may identify yourself, and if you have a prepared 
statement you may read it without interruption and then subject 
yourself to questioning. 

Mr. Buiss. Thank you, Mr. Chairman. 


STATEMENT OF GEORGE L. BLISS, VICE CHAIRMAN, LEGISLATIVE 
COMMITTEE; ACCOMPANIED BY STEPHEN SLIPHER, STAFF VICE 
PRESIDENT AND WASHINGTON REPRESENTATIVE, UNITED 
STATES SAVINGS & LOAN LEAGUE 


Mr. Buss. My name is George I. Bliss. I live in Mount Vernon, 
N. Y., and appear here today as vice chairman of the legislative 
committee of the United States Savings & Loan League. I am presi- 
dent of the Century Federal Savings & Loan Association in New 
York City and am also vice chairman of the Federal Home Loan Bank 
of New York. 

The United States League is the nationwide organization of the sav- 
ings and loan business, w ith some 4,300 member sav ings and loan asso- 
ciations, homestead associations, and cooperative banks, located in 
every State in the country. 

The United States League strongly supports this bill and urges its 
early enactment. In January 1956, the league first placed itself on 
rec ord i in favor of legislation restricting the operation of holding com- 
panies in the savings and loan business. This position was ret affirmed 
by its executive committee last April and by its official policy-making 
groups at our annual convention in Phil: adelphia in November 1956. 

A few weeks ago, at our annual legislative conference in Washing- 
ton, the league again adopted a policy position calling for the curbing 
of holding companies. Thus it is clear that this issue has been thor- 
oughly considered and debated by the savings and loan business and 
that our position is widely supported by our membership. 

The first savings and loan institution In this country, organized in 
1831, established our pattern of local ownership and local management 
to meet local thrift and home-financing needs. Although the business 
has multiplied many times in size and our associations serve many 
times the number of savers and borrowers that came to their doors in 
the 19th century, local ownership and management continues to be a 
basic characteristic of savings and loan service. We believe it of 
great value to our customers in maintaining this tradition; we think 
they prefer not to be subjected to the redtape and impersonality of 
absentee ownership and the chain type of operation. It is of great 
benefit to the home borrower to be able to discuss his problems and 
needs with the actual managers of the institution, as compared to 
working with mere represents tives of a faraw: Ly national organization. 

Particul: arly in a depression is there a noticeable difference between 
the local community institution and the national chain operation. 
The savings and loan associations have alw: ays been able to go much 
further in “helping people to stay in their homes, in spite of economic 
problems, than were the giant organizations which ne ‘essarily must 
have standardized impersonal rales, The records show that local 
managements are able to evaluate individual cases, where they are 
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familiar with the circumstnees and the background and can “ 
break” to the deserving borrower. 

Furthermore, if one looks at the mortgage lending picture from the 
point of view of the national economy, it becomes apparent that a 
powerful influence toward stability in the housing market is exerted 
by the locally owned and locally managed savings and loan 
institutions. 

Law, regulation, and custom require that the major portion of their 
investments be confined to loans on homes located in their local trading 
areas. In many instances, the savings and loan association is the only 
institution continuously making home loans in its community. By 
contrast, a nationalized mortgage lender has the obvious incentive 
to place its loans in the areas of greatest profit, or in more distant 
areas where the laws and facilities are most favorble. Nationlized 
mortgage lenders will avoid making loans in low-interest areas, or in 
communities where the mortgage laws or foreclosure procedures are 
costly and cumbersome. 

We believe that the value of local ownership and local management 
of a savings and loan association, both to the customers and to the 
home-building industry, would be threatened by permitting any ex- 
pansion of the holding company type of operation in the savings and 
loan business. While we have no quarrel with the holding company as 
a corporate device, we do not believe it is compatible with the traditions 
and pr inciples which have been characteristic of the savings and loan 
associations for the past 126 years. 

We believe your committee will agree that one of the most complex 
and controversial problems which has confronted Congress and the 
Federal banking agencies has been the matter of bank holding com- 
panies. This came about because bank holding companies had de- 
veloped so far and their holdings were so complex, that there was 
no way to turn back the clock—no practical way. 

We hope Congress will act now to pass a bill before holding com- 
panies in the savings and loan business assume the size and breadth 
that will lead us into the same problem that was encountered in deal- 
ing with commercial banking holding companies. 

In that connection, I may point out that, while there is only one 
holding company now in operation of the type that would be affected 
by this bill, the volume of assets under its control has more than 
doubled in the past 18 months. 

This bill deals entirely with future operations and would not im- 
pose any hardship or cause any loss to the single existing holding 
company. The bill would permit that company to continue to own 
and operate the institutions it now controls. 

On the other hand, it would prevent further expansion of that 
holding company, and prevent any other holding company from own- 
ing or acquiring ownership of more than one institution. Even under 
the bill, a holding company could acquire the entire stock of a single 
association and up to 10 percent of the stock of an unlimited number 
of other associations. 

I would like to also emphasize that the bill does not require any di- 

vestment, or any tax adjustment, or any of the other complexities 
which made the banking holding company legislation so difficult. 

Your committee has alw ays taken a deep and constructive interest 
in the savings and loan business. Under legislation processed through 
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this committee, our institutions have grown and progressed and 
strengthened. I believe that a study of previous hearings over the 
years will also indicate that the United States League has cooperated 
with your committee. We have never asked this committee for un- 
reasonable legislation, nor have we ever urged legislation adverse to 
competing financial institutions. It is in the spirit of protecting both 
the public interest and the reputation of the savings and loan business 
that we ask your committee to support the pending measure. 

The Cuarrman. Mr. Bliss, how many savings and loan associa- 
tions are under the United States League ’ 

Mr. Butss. About 6,000, sir. 

The Cuatrrman. How many belong to your organization ? 

Mr. Briss. 4,300, representing about 90 percent of the assets. 

The CuHarrman. What was the sentiment of the members with re- 
gard to this bill? 

Mr. Briss. Well, it was overwhelmingly in favor of it. Asa matter 
of fact, with the exception of the existing holding company, which 
is a member of our organization, I know of none of our other members 
who are not in favor of this bill. 

The Cuatrman. How many of the 6,000 companies are mutual 
companies ? 

Mr. Briss. Perhaps between 90 and 95 percent. 

The Cuarrman. So there are very few stock companies in existence? 

Mr. Butss. Yes, sir. 

The Cuatrman. But there is a constant temptation, when the hold- 
ing company gets hold of them, to convert, in order that they may 
sell ? 

Mr. Butss. There has been an indication of that trend, yes, sir. 

The Cuarmrman. Are there any questions by members of the com- 
mittee? Perhaps we had better proceed under the 5-minute rule. 

Mr. Brown—— 

Mr. Brown. No questions. 

The Cuarrman. Mr. Barrett—— 

Mr. Barrett. No questions. 

The Cuamman. Mr, Widnall—— 

Mr. Winona. No questions. 

The Cuarrman. Mr. Betts 

Mr. Betts. For my own information, is there a branch institution 
problem here, such as there was when we had the hearings on the 
holding company bill for banks? 

Mr. Briss. No, sir; I don’t understand that it has any relation. 

Mr. Bertrs. Is there not the same aspect of State law insofar as State 
branch banks are concerned ? 

Mr. Briss. So far as I know we have only one case of a holding com- 
pany in the savings and Joan field. We have another one, which is 
apparently a sort of ahybrid. It isa bank holding company that owns 
a savings and loan company. But they have not crossed State lines. 
Of course, this bill would prevent crossing of State lines by holding 
companies. 

Mr. Berrs. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Healey 

Mr. Heatey. I have no questions. 

The Cuatrman. Mr. Mumma—— 
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Mr. Momma. Would this prevent them from having them within 
the State? You said it would prevent them from crossing State lines? 

Mr. Briss. Yes, Mr. Congressman, this bill is applicable only to 
insured savings and loan associations. In response to the question of 
the chairman I said there were 6,000 savings and loan associations 1n 
the country. Of those 6,000, about 3,600 are insured institutions, and 
they account for the—— 

Mr. Mumma. That is the gimmick through which they control. 

Mr. Buss. They account for the bulk of the business. This bill 
would be applicable only to those 3,600 institutions. It would pre- 
vent—lI understand the constitutional theory is that there is unques- 
tioned authority of the insurance corporation to limit the insurance 
or to cancel the insurance of such institutions which might violate the 
provisions of this bill if it is enacted into law, and that would prevent 
the expansion of holding companies, ownership of insured savings and 
loan associations within the State or across State lines. 

Mr. Mumma. Thank you. 

The Cuamrman. The 3,600 insured associations, though, are prac- 
tically all the large ones. 

Mr. Mumma. Yes, sir; they account for over 90 percent of the dollar 
volume of business. 

The CuHarrman. Yes. 

Mr. Rutherford. 

Mr. Rurnerrorp. No questions. 

The Cuarrman. Mr. McVey. 

Mr. McVey. No questions. 

The Cuatrman. Mr. Coad. 

Mr. Coan. No questions. 

The CuarrmMan. Mr. Seely-Brown. 

Mr. Seety-Brown. As I understand, sir, this legislation would not 
affect the approximate 2,500 companies which are not insured ? 

Mr. Briss. It would have no applicability, sir. 

Mr. Srety-Brown. Thank you. 

The Carman. Mr. Anderson. 

Mr. Anperson. No questions, Mr. Chairman. 

The Cuarrman. Mr. Henderson. 

Mr. Henperson. Yes, Mr. Chairman. 

Mr. Bliss, would you care to comment on the proposed amendments 
which have been suggested by the Federal Home Loan Bank Board, 
particularly the criminal penalty suggestion, and the partnership 
suggestion ¢ 

Mr. Buss. Mr. Congressman, our position as I have already indi- 
cated, of course, is in support of the bill in principle. So far as the 
technical provisions are concerned, our staff representatives would be 
glad to work with the staff members of the committee on technical 
phases, and I think our position is pretty much that which agrees with 
that of the Federal Home Loan Bank Board. 

For example, on the criminal provisions I have examined the Bank 
Holding Company Act of 1956 and I see it has them. If it is deemed 
desirable by the committee to have comparable provisions, I think that 
would be agreeable to us. At the same time I would point out that 
the penalty of revoking insurance is a very effective penalty of itself. 

As far as the partnership question is concerned, I have just read the 
Bank Holding Company Act and I see it makes no reference to partner- 
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ships. The issue doesn’t seem to me, not having considered it before, 
to be of very great importance one way or the other. If the definition 
is contained in the Bank Holding Company Act, and was worked out 
after much study, we wouldn’t argue for a variance. 

Mr. Henperson. That completes my questioning, Mr. Chairman. 

The Cuarrman. Mr. Breeding. 

Mr. Breepine. No questions. 

The Cuatrman. Mr. Chamberlain. 

Mr. CHamMpBer.arn. I have no questions, sir. 

Mr. Brown. Mr. Chairman, I note that our esteemed former chair- 
man is present in the room. 

The Cuatrman. We have already offered him an invitation to come 
up here and sit where he usually sat and he wouldn’t do it. We have 
importuned him to do that. We have asked him to tale his old place, 
and he would not do it. I suppose that is due to modesty. We will 
make an investigation about that later. 

Mr. Woxcorr. Mr. Chairman, may I be heard ? 

The Cuatrman. Mr. Wolcott. 

Mr. Woxcorr. I want you to know how much I appreciate your in- 
vitation. I am, of course, interested in all the legislation before this 
committee and in this particular I have purely an academic interest. 
I thought there might be a misunderstanding of my academic interest, 
however, so I decided I should sit down here. 

The Cuarrman. We are always glad to have you come back to see 
us, Mr. Wolcott, and we would be pleased to have you sit on the dais 
and give us the benefit of your views, as you have done for so many 
years, 

If there are no further questions, Mr. Bliss, you may stand aside. 
Weare very, very glad to have your views. 

Mr. Buss. Thank you, Mr. Chairman. 

The CHatman. They will be considered when the committee meets 
in executive session. 

We have two witnesses for tomorrow, so the committee will adjourn 
to meet tomorrow morning at 10 o’clock. 

(Whereupon, at 11:20 a. m., the committee adjourned to reconvene 
at 10a.m., Thursday, February 21, 1957.) 


REGULATION OF SAVINGS AND LOAN HOLDING 
COMPANIES 


THURSDAY, FEBRUARY 21, 1957 


House or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Mrs. Sullivan, 
Mrs. Griffiths, Messrs. Ashley, Vanik, Coad, Anderson, Breeding, 
Talle, Kilburn, McDonough, Betts, Mumma, Seely-Brown, Siler, 
Henderson, and Chamberlain. 

The Cuarrman. The committee will be in order. 

We will resume hearings on H. R. 4135, The clerk will call the first 
witness, 

The Cuerx. Mr. W. Franklin Morrison, chairman of the legislation 
committee of the National Savings and Loan League, accompanied 
by Mr. Harold P. Braman, executive manager of that league. 

The Cuatrman. Gentlemen, you may proceed as you desire. You 
may present your statement without interruption, 1f you wish, and 
then subject yourselves to interrogation. 


STATEMENT OF W. FRANKLIN MORRISON, CHAIRMAN, LEGISLA- 
TIVE COMMITTEE; ACCOMPANIED BY HAROLD P. BRAMAN, 
EXECUTIVE MANAGER, NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Morrtson. Thank you, Mr. Spence. 

My name is W. Franklin Morrison. I am appearing here today in 
iy capacity as chairman of the legislation committee of the National 
Savings and Loan League. I am also executive vice president of the 
First Federal Savings and Loan Association of Washington, D. ©. 

At the outset, I think I should make it clear that Federal savings 
and loan associations are mutual institutions and that the great ma- 
jority of State chartered savings and loan associations are also mutual, 
so that no problem exists with reference to these institutions in con- 
nection with holding companies. 

In other words, these mutual institutions are not able to engage in or 
be subject to holding company operations. Its effect, therefore, would 
be confined to 11 States and principally to 5 States. 

Savings and loan associations are local thrift and home financing 
institutions which have contributed substantially to preserving thrift 
in the United States and also have contributed substantially to home 
financing. Since savings and loan associations are restricted in their 
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investments to home financing, they are rather tied to one locality in 
their operation. 

Savings and loan associations have, however, along with the 
economy of the Nation generally, been recipients of a tremendous 
growth in their size and effectiveness of operation. Along with other 
business organizations and in order to better serve their members and 
the home financing needs of the country, they have had to open branch 
offices in many cases. In the granting of a branch, they have been 
regulated by State or Federal authorities and have likewise been 
subject to regulation in cases of mergers. It would seem only fair 
that in holding company operations the extension of their activities 
should similarly be regulated. We see the practical difficulty involved 
in prohibiting any type of operation unless it results in monopoly 
or restraint of trade but do not see any difficulty in regulating holding 
companies, and believe it is fair and proper to do so. 

We are in accord with the objectives that H. R. 4135 attempts to 
accomplish and are very grateful that the chairman and members of 
this committee are adherents to the purpose of furthering thrift and 
home financing and are in this bill attempting to place the savings and 
loan business upon a firm and safe foundation for the betterment of 
the Nation generally. 

The Cuarrman. Mr. Morrison, you say that the mutual association 
cannot be subject to holding-company activities. Isn’t there a con- 
stant temptation for a mutual to convert into a stock company, in 
order that it may be taken over by holding companies ? 

Mr. Morrison. There has been some of that, Mr. Chairman. How- 
ever, it is only in the 11 States that have statutes permitting that. 

The Coamman. But it has been the effect of the operation of holding 
companies, has it not, that some of the mutuals have converted into 
stock companies in order that they might be purchased by holding 
companies ? 

Mr. Morrison. I do not think that is true. 

The CHatrmMan. What proportion of the savings and loan com- 
panies are mutual and what proportion are stock companies / 

Mr. Morrison. I think there are only about 5 percent of the associa- 
tions, or something under 500, which are stock companies. 

The CuHairman. How many savings and loan companies are there in 
the United States? 

Mr. Morrison. Six thousand two hundred. 

The CHatrman. Well, the national league endorses the bill, and 
the United States league endorses it. That makes it pretty near unani- 
mous, does it not? 

Mr. Morrison. Yes, sir, we do. 

The CuHamman, We will adopt the 5-minute rule. Mr. Patman. 

Mr. Patman. Mr. Morrison, this bill is for the purpose of stopping 
holding companies, is that right ? r 

Mr. Morrison. Yes, sir. 

Mr. Parman. In other words, you believe in credit being handled 
locally ? 

Mr. Morrison. Very much so. 

Mr. Parman. And not being subject to outside influence. 

Mr. Morrison. Yes, sir, that is true. 
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Mr. Parman. Don’t you view with alarm and great concern this 
trend toward concentration of money and credit in our country today, 
in the different fields ¢ 

Mr. Morrsion. I have always been a savings and loan man and I feel 
it is handled better at the local level. 

Mr. Parman. Take, for instance, banking. In 1932 we had 30,000 
banks. Now we have 13,000 banks, and there is a tendency to make big 
banks bigger, and take over the smaller ones. Don’t you see that trend 
all over the country ¢ 

Mr. Morrison. Yes, sir. 

Mr. Parman. And you are trying to save your business from that 
devastating influence, of being taken over by an absentee owner? 

Mr. Morrison. Ours has alws ays been a local home financing and 
thrift institution and we believe in keeping it that way. 

Mr. Parman. The arguments for homeowners business would apply 
to your business as well as to others. In other words, people who live 
there, take an interest in churches, civic undertakings, and take more 
interest than absentee owners, don’t they, Mr. Morrison ? 

Mr. Morrison. Yes, sir, it has been part of our business to take 
part in civic activities. 

Mr. Parman. I am in accord with what you are trying to do here, 
and I hope we can stop this banking trend. In our State we have 
a provision in the constitution against branch banking. They can 
only have one bank, and they have got to operate under that one rule. 
They can’t have an outside branch of any kind. And they devised a 
plan a few years ago of the holding company, and it was about to 
spread in our State, but we were fortunate enough to have a lawsuit 
over it and be it said to the credit of our new Senator, Bill Blakley 
from Texas, who has just been appointed United States Senator, he 
initiated that lawsuit and followed it through, financed it and everv- 
thing, and it finally resulted in a declaration by the court that the hold- 
ing company was unlawful in Texas. That kept the unit banking 
system as it had been. 

But other States don’t have that in their constitution, and they are 
not as fortunate as we are in that one respect. Besides, you know, 
these people who do this are pretty smart. When we are asleep, some- 
times, they can think up different plans and schemes to do things that 
we never thought of, and get it done before we know it. 

But I am in thorough accord with our objective of having local 
people have their business locally owned, and have the minimum of 
absentee ownership and control. 

Mr. Morrison. Thank you, Mr. Patman. 

The CuHatrman. Mr. Kilburn. 

Mr. Kirpurn. This bill is to prohibit holding companies in the field 
of building and loan associations. 

Mr. Morrison. Yes, sir. 

Mr. Kireurn. And it has nothing to do with commercial banks? 

Mr. Morrison. That is correct. 

Mr. Kizsurn. So that holding companies in the building and loan 
fields—most States have a limit on how much a building and loan as- 
sociation can loan, isn’t that correct ? 

Mr. Morrison. Yes, sir, most of the Federal and State laws regulate 
the amount that can be loaned. 
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Mr. Kirrsurn. So that a holding company in the building and loan 
field catinot contribute to the local building and loan association the 
services that a bank holding company can “contribute to commercial 
banks? 

Mr. Morrtson. That is true. 

Mr. Kirsvurn. Mr. Patman says that the big banks are gobbling up 
the little banks. They don’t gobble up a single solitary little bank ‘that 
doesn’t want to sell. 

Mr. Morrison. I would rather not make a statement as to banks. 

Mr. Kirsurn. They can’t come in and take them over, unless the 
little bank wants to sell ? 

Now, I would like to ask you what the policy of your association is 
on this. I know of a little town of 10,000 people. They have three 
banks, all of which take mortgages—loan money on real-estate mort 
gages. They also have the farm-loan business, and so forth. 

A building and loan association about 52 miles away wants to put 
a branch in that town. But they already have three b: inks. What is 
your policy on establishing branches in a situation as that ? 

Mr. Morrison. I would like Mr. Braman to answer that, Mr. 
Kilburn. 

Mr. Braman. Is this a State association, Mr. Kilburn? Is it a 
Federal or a State association ? 

Mr. Kirevurn. It isa Federal. 

Mr. Braman. That usually is confined strictly to the 50-mile area, 
and unless the board here decides that it should grant a branch for 
need beyond that area. The local institutions, of course, that are there 
would have the right to come into a hearing and state their opposition. 
They hold hearings on all branch cases. They don’t grant branches 
without a public hearing under the administrative procedures act. 

Mr. Kirsurn. I can see, of course, where there are a great many 
places where a building and loan association is needed, where it would 
benefit the public. But where you have three banks, in a little town, 
all eager, ready, and willing to loan money on mortgages, I don’t see 
any point in the building and loan association putting a branch there. 
I was wondering if your association had any policy about it? 

Mr. Morrison. No, we feel that the board here, the regulator y body, 
has the full authority to regulate the Federal associations, and since 
they do hold a public hearing and it is all based upon need, we feel that 
it is handled properly and appropriately. We don’t think we should 
go beyond that. 

Mr. Kirsurn. Of course, in this particular case the 50-mile limit is 
subject to different interpretations. If you take the town line from 
one place to the town line in the other, it is under 50 miles. If you take 
it from the door of the bank to the door of the new location, it is 52 
miles. I suppose we would have to get a surveyor on it. 

One other question : Who is opposed to this bill ? 

Mr. Morrison. The Guaranty Stock Associations in 11 States, I 
would think would be the principal opposition. 

Mr. Kitpcrn. What is a guaranteed stock association ? 

Mr. Morrison. I will let Mr. Braman answer that. 

Mr. Braman. As far as I know, Mr. Kilburn, there has been no op- 
position expr essed exc ept by one witness, or one statement coming 
before your committee. I don’t know whether that statement has been 
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filed yet or will be, but there is one holding company, which I believe 
is opposed to this bill. I believe they are the ae ones against it. 

Mr. Kirsurn. Where are they / 

Mr. Braman. They are located in California, although the parent 
holding company is a Delaware corporation. 

Mr. Krinurn. Perhaps you are not the right witness to answer this, 
but what services do they feel they can contribute, as a holding com- 
pany to the public or even to their own branches / 

Mr. Braman. I suppose to accumulate more capital, in their opinion. 

Mr. Kireurn. If it is a mutual, how can they do that? 

Mr. Braman. They are stock, not mutual. 

Mr. Krreurn. There are no mutual holding companies ? 

Mr. Braman. That can’t be under the law and under the regulations. 
That means 5,700 institutions in this country cannot be subject to this 
act because they are already prohibited from being in holding 
companies. 

Mr. Berrs. How many is that? 

Mr. Braman. Five thousand seven hundred, sir. 

Mr. Ktreurn. That is all. 

The CuatrMan. Mrs. Sullivan. 

Mrs. Sutiivan. I have no particular question, Mr. Chairman, but 
I do want to say that I have heard from many of the building and 
loan associations in Missouri and in St. Louis, the district I have 
the privilege of representing, and they have all written very much in 
favor of this bill. 

That is all I have to say on the subject at this time. 

The Crarrman. Mr. Betts. 

Mr. Berts. On that 50-mile limit, how is that established, by law 
or regulation / 

Mr. Morrison. By law. 

Mr. Berrs. That isa Federal law ¢ 

Mr. Morrison. A Federal association can only loan principally 
within the 50-mile radius. 

Mr. Brrvs. Are there State laws affecting savings and loan com- 
panies comparable to branch banking laws ? 

Mr. Morrtson. Many of the States have limitations. Some have 
laws permitting them. 

Mr. Berrs. That is all I have. 

The Carman. Mrs. Griffiths. 

Mrs. Grirrrrus. I have no questions, Mr. Chairman. 

The CHarrman. Mr. Mumma. 

Mr. Mumma. Mr. Morrison, that law with respect to 50 miles would 
only apply to a Federal association, would it not? 

Mr. Morrison. That is correct, but some States have some similar 
regulation. 

Mr. Mumma. Did you ever hear of the State Capitol Building & 
Loan Association in Pennsylvania ? 

Mr. Morrison. McFadden. 

Mr. Mumma. Yes. 

Mr. Braman. Yes: they area large institution. 

Mr. Mumma. Are they a member of your association ? 

Mr. Braman. No, sir. 

Mr. Mumma. He is a member of one of them. 
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Mr. Braman. I don’t believe it even belongs to the Pennsylvania 
State Savings & Loan League. 

Mr. Muwma. They have quite a business, and they don’t operate, 
I believe, through branches. They have agents. They have an agent 
in this town or that town around the States. It is the biggest in the 
State. I imagine their agent takes deposits and arranges the loans. 

Mr. Morrison. They would be s subject to the State law, Mr. Mumma. 

Mr. Mumaa. Yes; that is what I thought. I could speak out of 
order on this consolidation of banks, but I think Mr. Patman misses 
the big point, which is what is compelling these mergers. It takes 
more money to run a business today than it ever did before. If I 
may speak a second on it, I have a particular case in mind, a man who 
started a business in a small town, and who has been very successful, 
and, of course, starting in a smal] way he had connections with the 
local bank. And they can only loan him $50,000. He has a legitimate 
statement, and he is trying to get a loan for his business, and I know 
the best bank in our town for merly could loan, I think, $130,000 to 1 
customer, and by the consolidation of several banks, as Clarence says, 
willingly, they now are able to loan nearly half a million dollars, 
which enables: you to keep that business right at home. 

That is all. 

The CHatreman. Mr. Ashley. 

Mr. Asutry. Mr. Morrison, this proposed legislation would not 
apply to the 6,000 building and loan associations in the country, but 
only to the stock associations; isn’t that correct ? 

Mr. Morrison. Yes, sir. 

Mr. Asuuey. Of which there are 400. And the fact of the matter 
is that there is only 1 holding company at the present time, which 
controls, I think, 4 building and loan associations. 

Mr. Morrtson. Yes, sir. 

Mr. Asutzy. So that the danger as you see it is theoretical, or at 
least in the future; is that right? 

Mr. Morrison. Well, we are trying to stop it before it gets started 
and changes the entire character of the business. 

Mr. Kitsurn. Did you say only 400 stock associations ? 

Mr. Asuiry. Yes. Of the 6,000 total. 

Well, that is interesting. I wonder where you see this danger. You 
have come a long way, and I think your statement was very good, and 
I agree with the purpose ofthe legislation, but I just don’t see the 
danger at the present time. Do you think it will really spread? 

Mr. Morrison. We think it would spread and be to the dae ‘iment 
of the business. Now, there is one more, there is a holding company 
in Utah, First Security. 

Mr. Asuuzy. There is another holding company, you say? 

Mr. Morrison. It started in Utah; yes, sir. 

Mr. Asuitxy. How many building” and loan associations do they 
control ? 

Mr. Morrison. I think they have two. One in Idaho and one in 
Utah, and they control both of them. 

Mr. Asutey. Do you know by any chance how long that company 
has been in existence, that holding company, and how long the one 
in California has? 
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Mr. Morrison. The one in California is several years old and the 
one in Utah is new. One of the associations is insured and the other 
is not insured, in the Utah case. 

Mr. Asuury. Do you think this is real and not a phantom danger ? 

Mr. Morrison. We think so. 

Mr. Asuiry. That is all. 

The Cuatrman. Mr. Seely-Brown. 

Mr. Srrty-Brown. Mr. Morrison, in connection with the question 
which has just been asked by Mr. Ashley, and your answer to it, 
what you are really saying is this is the ounce of prevention in pre- 
ference to the pound of cure? 

Mr. Morrison. Yes, sir; we would not like to see it spread. 

Mr. Seety-Brown. No further questions. 

The Cuatrman. Mr. Anderson. 

Mr. Anprerson. No, thank you, Mr. Chairman. 

The Cuarrman. Mr. Siler? 

Mr. Sizer. No questions, Mr. Chairman. 

The CHatrmMan. Mr. Breeding. 

Mr. Breepine. I would like to ask a question, Mr. Chairman. 

Does this proposed legislation affect any States rights legislation in 
regard to building and loan companies? 

Mr. Morrison. Mr. Braman. 

Mr. Braman. Mr. Breeding, it does not. Our theory has been that 
what we are trying to prevent here is the formation of the holding 
companies across State lines. Now, in Kansas, where you do have 
the guaranty stock and permanent stock types of association, I think 
almost 50 of them, they would have their full rights under the law, 
in my opinion. 

Mr. Breepinc. Thank you. 

Mr. Braman. However, I might say that there are members in our 
organization from Kansas who are forming a part of our policy. So 
vou know they have had full opportunity to consider the policy. 

Mr. Breeprne. That is all. 

The Crarrman. Mr. Chamberlain. 

Mr. Cuamper.arn. I have no questions, Mr. Chairman. 

The CuarrMan. Mr. Multer. 

Mr. Mourrer. Thank you, Mr. Chairman. I am sorry I missed 
Mr. Morrison’s opening statement due to the fact I was a little late 
getting to the committee room. I have read it, however. I know 
Messrs. Morrison and Braman, and their organization. They are 
highly regarded and their views are entitled to the earnest considera- 
tion of this committee. 

May I ask whether or not your statement here is in accord with the 
sentiment of the overwhelming number of members of your organi- 
zation ? 

Mr. Morrison. Yes, sir. 

Mr. Mourer. Thank you. That is all, Mr. Chairman. 

The CHatrman. Dr. Talle. 

Mr. Tate. I have no questions. 

Mr. Kirsurn. Is there any member of your association against 
this legislation ? 

Mr. Braman. There has been no stated opposition that we know 
except this one witness coming before your committee. 
Mr. Kirpurn. Are they members of your association ? 
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Mr. Braman. No, sir. 

Mr. Parman. Mr. Chairman. 

The Cuamman. Mr. Patman. 

Mr. Parman. Mr. Morrison, do many mutuals convert into stock 
companies for the purpose of going into a holding company ‘ 

Mr. Braman. We do not have any, we don’t know of any, Mr. 
Patman. 

Mr. Parman. Does your mutual savings and loan association make 
loans only to members or do you sometimes buy paper on the outside? 

Mr. Braman. Some of our associations have both FHA and GI 
loan paper. 

Mr. Parman. Do you discount it / 

Mr. Braman. Sometimes it has been discounted. 

Mr. Parman. Is that generally looked upon with favor, discounting 
that paper ¢ 

Mr. Braman. If it is necessary to get the return on your money, 
that you have to get at the present time, it is looked on with favor. 

Mr. Parman. What are you trying to get at the present time, Mr. 
Morrison ¢ 

Mr. Morrison. Conventional loans are 5 and 514% percent. 

Mr. Parman. What do you consider, on an FHA loan, where it is 
5 percent, and the one-half, for instance, which makes the 514 percent, 
do you discount that paper / 

Mr. Morrison. It is being discounted. I don’t know how widely. 

Mr. Parman. At what rate / 

Mr. Morrison. Varying rates. 

Mr. Parman. Well, name the lowest and the highest. 

Mr. Morrison. I wouldn't know the lowest or the highest. 

Mr. Parman. Well, would it sell for 95 4 

Mr. Morrison. We are not doing it and so I wouldn’t be able to say. 
There isn’t any defined market in a thing like that. 

Mr. Patrman. Why don’t you do it ? 

Mr. Morrison. Because we are satisfied to make a. loan at 5 percent. 

Mr. Patman. Don’t you find, among the people in your business, a 
lot of folks who feel that it is sort. of unethical to do that, to discount 
that paper ? 

Mr. Morrison. I don’t believe they feel it is unethical. I think 
that they are forced to get a return on their mortgages. If it is neces- 
sary to do it, they have to do it. 

The Cuarrman. Mr. Brown. 

Mr. Brown. I pass. 

The CHarrMan. Mr. Coad. 

Mr. Coan. I pass. 

The CHarrman. Mr. Vanik. 

Mr. VaniKk. No questions. 

The CuatrMANn, Are there any further questions? 

Mr. Kizeurn. I would like to ask a couple. 

The Cuamman. Mr. Kilburn. 

Mr. Kinsurn. Along the line of Mr. Patman’s inquiry. 

Mr. Parman. What hi appened to my time? 

The Cuarrman. I guess it was discounted. 

Mr. Kirsurn. I will just take a minute, Mr. Patman. 

If a bank makes an FHA loan, which they have made 5 years ago, 
say, at 414 percent, and they want to get their money, they come to 
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you, if you are in the market for FHA, and you very properly say, 
“Listen, we won’t pay a hundred cents on the dollar for 414 percent 
money, we will give you 95.” 

So this a bank, ‘who wants to get their money out, gets 95 for it. 
And you pay 95, and thus you get a higher yield than 414 percent. 

Now, there is nothing wrong with that any more than there is if 
the bank bought a long- term Government bond, and interest rates went 
up, and that “Government bond goes down, if they want to get their 
money they sell it for 94 or whatever the market is, isn’t that right? 

Mr. Morrison. That is right. 

The Cuarrman. Wouldn’t this question be more proper to be pre- 
sented in the hearings before the housing committee? I don’t think 
it is involved in this legislation. 

We are operating under the 5-minute rule and we must call the 
members in order. Mr. Henderson. 

Mr. Henperson. No questions, sir. 

The Cuarrman, If there are no further questions, you may stand 
aside, gentlemen. Weare glad to have your views. 

Mr. Mvurer. Mr. Chairman, I think Mr. Patman had something. 

Mr. Parman. No; that is all, Mr. Chairman, I yield. 

The Cuamman. If you want to proceed with your interrogation, 
go ahead. 

Mr. Parman. I yield. 

Mr. Murer. I have no further questions. 

The CuarrMan. If we would proceed according to the rules of 
evidence we would shorten it up a great deal, because I think that is a 
very important question, but it is not germane to this legislation. 

Mr. Parmwan. Ihave never heard of a congressional committee doing 
that. 

The Cramman. [ agree. We will be establishing a new principle 
if we can do it. Gentlemen, we are very glad to have your views. 

Mr. Morrison. Thank you very much, Mr. Chairman. 

The Cuarrman. We are glad to know that you are in favor of the 
bill and we thank you very much. 

Our next witness is Mr. Hoeft of the Glendale Federal Savings & 
Loan Association. 

Mr. Hoeft, you may proceed as you please. 

Mr. Horrr. Thank you, Mr. Chairman. 


STATEMENT OF J. E. HOEFT, PRESIDENT, GLENDALE FEDERAL 
SAVINGS & LOAN ASSOCIATION 


Mr. Horrr. My name is J. E. Hoeft. I am president of Glendale 
Federal Savings & Loan Association and I have been in the savings 
and loan business in southern California since 1925. 

Although it is not generally well known, holding companies (in 
the savings and loan business) are not new. There were holding 
companies in California in the late twenties. A recounting of their 
operations in that period might be helpful to the committee in formu- 
lating a legislative program to deal with this corporate device. 

About 1927 three holding companies developed in California, all 
of them operated on practically an identical pattern. This pattern 
involved the purchase of a going, independent State chartered, capital 
stock association. The stock ownership of the independent association 
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was held by the holding company. Sometimes a third corporation 
was established to contr ai the holding company itself, this third corpo- 

ration generally being organized and controlled by the original pro- 
moters. 

In most instances, after the holding company had purchased the 
stock of the independent association, salesmen for the holding com- 
pany were provided with lists of the savings account holders of the 
purchased association and the amount of money these account holders 
had on deposit in the association. These salesmen then approached 
these individual account holders with the objective of selling them 
stock in the holding company. With the information provided as 
to the financial status of the individual account holder, it became 
a relatively simple matter for approaching the prospective purchasers 
of the holding company stock. 

The stock sold to the account holder w: is gener’ ally preferred stock, 
and the usual price was $25 per share. This preferred stock carried 
a 6-percent rate with the provision that after the 6 percent was paid 
to the preferred stockholder, the common stockholder would be en- 
titled to an identical rate, and with the further provision that any 
additional profits over and above the 6 percent paid on each class of 
stock was to be split on a 50-50 basis between the preferred and com- 
mon stockholders. Unlike the preferred stock, however, the common 
stock had a price of $1. 

The promoters of the holding company were allowed a 20-percent 
selling expense by the corporation commissioner of the State of 
California. This 20 percent of the $25 par value for the preferred 
stock provided the promoters with a $5 per share selling cost allow- 
ance. With this selling cost allowance it was generally possib le to pay 
all the expenses of the sale of the preferred stock and, in addition, 
provide funds for the purchase of the common stock at $1 per share. 

In effect, what really happened, therefore, is that capital stock 
associations were purch: ased by convert ing savings accounts or invest- 
ment certificates into preferred stock, and from the sales commissions 
allowed, control over the purchased association passed into the hands 
of the promoters who, in effect, made only a small capital investment— 
if any. 

Several million dollars worth of stock, within this pattern of opera- 
tion, was sold, thereby making possible the purchase of various asso- 
ciations. The account holders in the affected independent association 
were generally persons of small means who were unsophisticated so far 
as financial transactions were concerned, and who had little if any un- 
derstanding of the nature of the stock transaction. Undoubtedly, 
some—if not many—considered that they were merely transferring 
their savings from one type of account to another and probably some 
of them, at - least, never did understand that they were in fact buying 
stock rather than obtaining another type of savings account. 

As a result of these operations, in some instances practically the 
entire investment made in the preferred stock was lost because the 
absence of a market provided them little, if any, opportunity to cash in 
their stock for any sum. 

A complete record of the operations of these three holding com- 
panies can be obtained by the committee from the savings and loan 
commissioner of the State of C alifornia, as well as the corporation 
commissioner of the State of California. These two State officials can 
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certainly provide the committee with greater details that naturally, in 
the course of years, have slipped my mind. 

I certainly do not wish my remarks to be interpreted as implying 
that any present existing holding company would today engage in the 
practices of the late twenties. However, we know that this was the 
pattern and we know that holding companies in the savings and loan 
business can by one way or another revive the practice, and we cer- 
tainly do not know what holding companies might be organized in the 
future. 

Moreover, there are additional disadvantages to the existence of 
holding companies in the savings and loan business. For example, in 
the State of California the present State law prohibits the issuance of 
more than one class of stock. Holding companies, however, can get 
around this provision by issuing more than one class of stock in the 
holding company. In other words, they can issue preferred or com- 
mon as they wish. 

As this committee is well aware, there are many State and Federal 
restrictions as to the development of branches by both State and 
Federal associations. The operation of a holding company in the sav- 
ings and loan field again provides a vehicle for getting around these 
restrictions. While the individual association cannot, for example, 
engage in statewide branching, the holding company can. In fact, 
there is nothing to prevent a holding company from engaging in 
interstate operations. 

It is true that with guaranty capital stock associations one individual 
may purchase various institutions on a statewide basis, or even on an 
interstate basis. However, an individual does die and the continuity 
of power probably cannot continue beyond his lifetime. This is not 
true of a holding company, which possesses the immortality inherent 
in all corporate structures. This capacity of the holding company to, 
in effect, escape the jurisdiction of both State and Federal regulatory 
authorities is one of the greatest dangers of the holding company 
device, for the holding company, unlike the individual association, is 
not subject to the jurisdiction of the appropriate regulatory agency. 

These capabilities of holding companies to avoid regulation are 
serious disadvantages and certainly can only be overcome if the hold- 
ing company device serves a legitimate purpose in the savings and 
loan business. 

It is my own feeling, as well as that of the overwhelming majority 
of our business, that the holding company device, appropriate though 
it may be in other fields of economic activity, is not an appropriate 
corporate mechanism for the savings and loan business. 

We, frankly, view it as a threat to the basic concept of savings and 
loan associations as local thrift and home financing institutions. We 
oppose any effort which contains within itself a direct assault on that 
basic characteristic of the nature of our business. We see no contri- 
bution which a holding company can bring to the savings and loan 
business, and in our opinion, the record is clear that it does bring 
serious disadvantages. 

One of the arguments advanced for holding companies has been 
their capacity to make additional risk capital available to the particu- 
lar economic activity in which the holding company is engaged. A 
clear distinction, however, must be drawn between capital which the 
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holding company raises only for the purpose of acquiring stock owner- 
ship and consequently, control of a savings and loan association; and 
risk capital which is contributed to broaden the base and increase 
the amount of risk capital available for absorbing losses taken by the 
purchased institution. 

To our knowledge, holding companies in the savings and loan busi- 
ness have merely raised outside capital for the purpose of acquiring 
institutions and not for the purpose of increasing the risk capital 
in the institutions acquired. It is one thing to raise money from the 
public to pay for something—it is another thing to raise money from 
the public to increase the cushion of equity -apital available for the 
absorption of losses. We know of no instance in the limited experi- 
ence of holding companies operating in the savings and loan field in 
which the latter purpose has been served by the holding company 
device. 

A discussion of holding company legislation must, therefore, in our 
opinion, approach the matter entirely in terms of its ultimate effect 
on the nature and characteristics of our business. It should not in- 
volve the character or the abilities of the individuals who now seek 
to develop and expand existing holding companies in the savings and 
loan business. However, because the device contains within itself a 
radical change in the character of our business, without compensating 
benefit, we are unalterably opposed to holding companies in the sav- 
ings and loan business. 

At the end of my statement, however, if you wish, I could make a 
few additional remarks. 

The Cuatrman. Proceed as you please. 

Mr. Hoerr. All State chartered guaranty stock associations are not 
interested in holding companies. In fact, very, very, very few. Some 
of our State guaranty stock associations are held in the hands of people 
who are dedicated to the welfare of this business, and for the benefit 
of the community in which they operate. 

There are a few, who are mostly the Johnny-come-latelies, who 
have come into our businesses in the last few years, who are only in- 
terested in one thing. Not what is going to happen today or tomor- 
row or next year, or what is going to happen, but what is going to 
happen at this minute and what profit there is in it for them- 
selves. 

Generally, mutual-managed institutions have a long-term concept 
of this business. Immediate profit is not their sole thought. It is 
to dedicate the business to the interests of those people who account 
for the management beyond their time, and for the communities in 
which they are placed. 

State-chartered associations in California have gone on record 
as generally opposed to the holding company concept. I do not be- 
lieve that we can afford to allow this type of thinking to come into 
our business. There being only one holding company at the present 
time, and I know there are many—because of the great profits there 
are—who are ready to go into the business, not only in California, 
but in Mr. Patman’s State, in Texas, in Ohio, and in a short time. 
in Illinois. It brings into it a type of management which may be 
disastrous to our business, and to our responsibility to the general 


public. 
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In the statement regarding the holding company, they say super- 
vision is ineffective. My suggestion is that you check with the com- 
missioner for the State of California, and I think his experience with 
the oldtime holding companies would bear out that statement: that 
it was practically impossible for them to exercise supervision over 
holding company associations. It dragged out in the courts for many 
vears, and was only adjudicated I think within the last 3 or 4 years. 

Now, the holding company generally comes out in a very, very 
fine shape, but the preferred stockholders got practically nothing or 
very little for the money they had put in. The holding company at 
the present time that I know of is the Eccles chain in Utah, which 
has just become interested in savings and loan associations, because 
of the intrusion into the field of this Great Western Financial 
Corp 

The request of the Great Western Financial Corp. for an investiga- 
tion into this matter, to us, is merely a delaying action. I don’t see 
that it is going to serve any particular purpose. 

In their statement they talk about the 3,700 individual organiza- 
tion investors who have put money into the stock of the holding 
company. That does not provide risk e: —: That is merely for 
the purchase of associations. Another threat regarding holding: 
companies is that it spreads out the solic itation of funds to funnel 
into one particular association through the use of brokerage, which 
in many, many cases upsets the rate structure or the ability ‘of the lo- 

cal associations to provide money in their own community. There- 

fore, it takes money from that community into other communities, 
for that particular purpose. And that money for savings and loan 
associations, and risk capital, and for the promotion of individual 
enterprises in the community, comes from the public. Not 1 cent of 
it comes from the holding company. 

As a savings and Joan business, we depend on money from the 
general public for the furthering of our business. I believe that 

generally concludes my statement, - unless there are questions that you 
might wish to ask me in connection with this. 

The Cuatrman. If a holding company is organized under the laws 
of Delaware, it will have authority to do almost anything right in its 
charter. 

Mr. Horrr. Absolutely; there is nothing they can’t do. 

The Cuairman. There is no limit on it. 

Mr. Horrr. And not just in one locality, but all over the country. 
The State of Nevada, for instance, and Arizona, are wide open for that 
sort of thing. They don’t even have insurance of accounts in Nevada. 

The Cuairnmwan. How many holding companies are there now ? 

Mr. Horrr. Just one that I know of, and the First Security in Salt 
Lake, the Eccles company, which is also a bank holding company, at 
the same time. 

The Cuarrman. That company owns more banks than savings and 
loan associations ? 

Mr. Horrr. Oh, yes; they just started to come into the savings and 
loan field in the last few months, as a matter of fact. 

The Cuairman. Mr. Brown. 

Mr. Horrr. In my statement here, I am not trying to say that the 
Great Western Corp. is not composed of men of principle and charac- 
ter. But if you let this go on it is going to bring people into the 
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business that do not have the high standing that Lehman Bros. have, 
and you are wide open. 

The Cuatrman. You agree with the rest of the witnesses that the 
holding company changes the basic characteristic of savings and loan 
associations. 

Mr. Horrr. Absolutely, sir. 

The Cuarrman. Mr. Brown. 

Mr. Brown. I will pass for now, Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tatxe. Thank you, Mr. Chairman. 

Mr. Hoeft, can you tell me the year when the first holding company 
in this particular field was established ? 

Mr. Hoerrr. 1927, I believe. 

Mr. Tatix. Where was that? 

Mr. Hoerr. That was in northern California; San Francisco. 

Mr. Tatxir. Does that mean that this sort of institution, in this 
particular field, was first begun in California? 

Mr. Hoerr. That is right. They purchased a small association in 
California and then fanned out to where the ‘vy had 17 offices, or differ- 
ent offices, which they controlled, and they finally consolidated them 
and held them in a holding company. 

Mr. Tatix. Were there any peculiar circumstances involved in that 
situation or was it merely a matter of applying something that was 
being done in other fields to this particular field ’ 

Mr. Horrr. Well, it looked like a smart move on their part for 
immediate profit, to be able to control a large operation with practi- 
cally no investment themselves. It is wide open to that type of thing. 

Mr. Tatxe. Is that holding company still in operation / 

Mr. Hoerr. The holding company is. The courts separated it, and 
they agreed to separate the hok ling company from the savings oe 
loan association. The savings and loan association was liquidated : 
few years ago. The holding company is in existence today, in San 
Francisco, and holds some very large commercial properties , which 
were bought through the trading of the stock, or the buying in of the 
stock, as I understand it, or the trading of individual properties for 
large holdings, which have been a very profitable investment. The 
holding company promoters at the present time are sitting very, very 
pretty. 

Mr. Tair. In other words, it is no longer a savings and loan 
business ? 

Mr. Hoerrr. No. 

Mr. Tarre. It is an investment or property holding business. 

Mr. Hoerr. That is right; it is an entirely real estate investment 
firm at the present time. 

Mr. Tatix. Thank you, Mr. Hoeft. 

The Cuarrman. Mr. Multer. 

Mr. Mourer. Thank you, Mr. Chairman. 

Mr. Hoeft, I think you have made the situation amply clear, . 
others have, that savings and loan associations are primarily local] 
community organizations and should be operated for the benefit of the 
local community by local people. 


Mr. Horrr. Absolutely. 
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Mr. Murer. And when you have four savings and loan associations 
all incorporated and operating within the State of California, owned 
by a Delaware holding corporation, you lose all of that local control 4 

Mr. Horrr. Yes, sir. 

Mr. Muurer. And that is a very bad thing. 

Mr. Horrr. The only advantage—and I will say this—that can 
possibly come from a holding corporation, is that with the vast invest- 
ment they have they might be able to possibly provide some phase of 
management that might not be available to the small institution, but 
then they lose the community interest, the knowledge of the business 
in the community in which they operate, which is very, very important 
in our business. 

Mr. Muurer. Insiead of becoming an organization or an association 
that is interested primarily in the public interest, they would be con- 
trolled by a be ling corporation primarily inte “rested in profit. 

Mr. Horrr. That is the only interest there can be. 

Mr. acriietn. And that is certainly directly contrary to giving 
priority to the public interest. 

Mr. Horr r. That is correct. That has been proven. 

The Cuairman. Mr. Kalburn. 

Mr. Kitsurn. Mr. Hoeft, [ think you have made a very fine state- 
ment. It seems to me that the meat of it is where you say that you 
know of no case where a holding company has fur nished risk capits al 
to one of its building and loan associations in need of capital; is that 
right? 

Mr. -Horrr. Yes. sir; this holding company did not put in $10 
into the risk capital or the reserves of the associations which it pur- 
chased. 

Mr. Kirpurn. So that no holding company in the building and 
loan association field, that you know of, has furnished any risk capital ? 

Mr. Horr. I know of none that has ever done it. As a matter of 
fact, they have taken some out. 

Mr. Kirpurn. And, of course, a holding company generally is re- 
stricted to the amount of loan, the amount of any one single loan, 
isn’t it? 

Mr. Hoerr. I beg your pardon ¢ 

Mr. Kinecrn. A building and loan association can only make so big 
a loan on any one property ? 

Mr. Horrr. That is right. 

Mr. Kinpurn. Generally what is that, $35,000 ? 

Mr. Horrr. $25,000, within certain limits. 

Mr. Kitrurn. So that the holding company in the building and loan 
field doesn’t contribute risk capital. They don’t need it for big loans. 
And the only other possible field that I can see, and I wanted to ask 
you about this, is management. Now I know of a bank that has been 
looking for 5 years for a competent manager, and they haven’t been 
able to get one yet. _ that true in the building and loan association ? 

Mr. Horrr. Well, I don’t claim that all s savings and loan associa- 
tions, all institutions, have what you would call outstanding competent 
management. That would be impossible in any kind of business, I 
don’t care what it is. 

But generally speaking, in the very, very vast majority of the cases 
they do have competent management, and men who are interested in 
the community and the people in the community which they serve. 
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They have grown up generally in that community and know the com- 
munity, therefore they have an advantage in the management of the 
institution, which outside people just wouldn’t have. That may over- 
come some of this so-called great capacity of professional manage- 
ment. 

Mr. Kirsurn. Don’t you think that actually a man who runs a 
building and loan association, all he needs to know is the value of 
property, be able to judge the value of the property correctly, and, of 
course, the character of the individual. 

Mr. Horrr. That is correct. 

Mr. Kizepurn. Whereas a commercial banker has to know a great 
many other things, and has to have experience in a great many other 
things. 

Mr. Hogrr. That is correct. 

Mr. Kitpurn. So that as I see from your statement, in my opinion 
anyway, there isn’t any real need, from the public interest, or indeed 
from the standpoint of the local interest, for holding companies. 

Mr. Hoerr. The only places where they can exist is where there are 
guaranty stock associations in existence. ‘They can’t exist in any other 
way. The *y are not needed and contribute nothing to the business as 
a whole. 

Mr. Kireurn. Do many of those stock building and loan associa- 
tions want this? 

Mr. Hoerr. Back of every man’s mind is a capital-gains basis. 
About the only way for an owner of capital stock to cash in on his 
investment is to sell to a holding company. It is practically impos- 
sible to liquidate in any way and come out because of the tremendous 
tax problem. I would say comparatively few, except those institu- 
tions which have been organized in just the last few years, are inter- 
ested in selling. 

Mr. Kitzurn. Generally speaking, is the stock owned in these things 
locally held or is it widely spread ? 

Mr. Horrr. It is very closely owned and there is very little market 
for it, because of the tremendous increase in price, and you have not a 
liquid or marketable security of any kind. 

Mr. Kizsurn. What I meant by that, does one individual own all 
the stock ? 

Mr. Hoerr. In some cases, yes; but mostly it may be a control, and 
then a matter of a certain amount of stock which has been distributed 
through inheritance. 

Mr. Kitsurn. Just like a country bank. 

Mr. Hoxrr. That is right, the same thing. You have the same 
problems. 

Mr. Kanpurn. That is all. 

The CHarrman. Mrs. Sullivan. 

Mrs. Sutzivan. No questions. 

The Cuairman. Mr. McDonough. 

Mr. McDonoven. Mr. Hoeft, is it your opinion that if this practice 
is not controlled, that it is possible that holding companies might de- 
velop into a menonety in the financial market ? 

Mr. Hoerr. Oh, I doubt it, because of the widespread geographical 
locations of all of these associations. I doubt if there could be a 
monopoly. There could be a very dominant influence in some areas. 
But I doubt if it could be a monopoly, because there are just too many 
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of them. But they could exercise a great influence in connection with 
the business. 

Mr. McDonoven. Do you know of any other situation in any other 
part of the country similar to the one in California? 

Mr. Horrr. No; but I think, because of this, I think it is in the 
minds of a number of people. You don’t pick up a million and a half 
dollars within a comparatively few days without somebody else getting 
onto the idea also. 

Mr. McDonoven. That is true; however, since that has occurred, 
has there been any other such deal made ¢ 

Mr. Horrr. No; I don’t think there has been. Because, remember, 
the Great Western Corp. only began existence a little bit over a year 
ago. The word hasn’t gone out. 

Mr. McDonoven. Oh, I am afraid it has. It couldn’t have gone 
any farther than it has gone. It is now before this committee. The 
Nation as a whole knows it. And it doesn’t take smart financial 
operators more than 24 hours, and instead they have had almost a year 
to find out that there is a million dollar profit. 

Mr. Horrr. It has gotten into the mind of a number of people. 
They just haven’t gotten going on it yet. 

Mr. McDonoveu. Do you know of any other savings and loan asso- 
ciation that will be affected by this legislation, except the Great 
Western / 

Mr. Horrr. None whatever. 

Mr. McDonoueu. In other words, this bill is designed to stop Great 
Western from expanding / 

Mr. Horrr. No; it is to stop holding corporations from being 
formed. 

Mr. McDonoven. Will this legislation affect Great Western’s ex- 
pansion within the State of California? 

Mr. Hoerr. I don’t believe that the bill—maybe the bill covers the 
divesting of these things, but I think it will stop the expansion ; yes. 

Mr, McDonoven. Do you think that a Feder a savings and loan 
association that has extensive branches in an area can create a monop- 
oly in the market ¢ 

Mr. Horr. No; it is impossible, because the activity is in a small 
area. It can’t extend its activity beyond the 50-mile limit, and Fed- 
eral association branches have been—the Federal home-loan bank, 

rather—has been very, very careful in allowing the establishment of 
Federal savings and loan branches. 

Mr. McDonoven. You say that since this situation has occurred, 
less than a year ago, and there was considerable profit made in the 
sale of Great Western, that there is no other situation that you know 
of in the United States where there is negotiation to do the same thing ? 

Mr. Horrr. Not that I know of. 

Mr. McDonoven. Then why the concern about this thing becoming 
a detriment to the financial market ¢ 

Mr. Horrr. Because what has been started you are not going to be 
able to stop. 

Mr. McDonoven. It is started, but nobody has continued to do it. 

Mr. Horrr. It hasn’t had long enough to operate, and the people 
in connection with it haven’t had a chance to go ahead and do this. 
It has only been started about a year ago. The ideas of the twenties 
had been forgotten until this one really got going. 
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Mr. McDonoven. Comparing the total assets of the Great Western, 
with the next largest savings and loan association in the State of 

California, how do they compare ? 

Mr. Horrr. Great Western claims $240 million. Well, we have a 
larger association out there. The Home has around $400 million at 
the present time. But it is not a holding company. 

Mr. Kizsurn. $400 million in stock or total assets? 

Mr. Hoerr. Total assets. 

Mr. McDonoveu. Now, take Great Western, compared to Home. 
It is about a little more than half of Home? 

Mr. Horrr. Correct 

Mr. McDonoven. Home Savings & Loan Association, compared 
with the largest chain bank institution in the State of California. 
How does that compare / 

Mr. Hoerr. Bank of America has 460 branches if I remember 
rightly, or 640, I don’t think it makes much difference. 

Mr. McDonovueu. Well, it would make a lot of difference. 

Mr. Hoerrr. No, I think it is 640 branches. 

Mr. McDonoucH. Yes; and what are the capital assets? 

Mr. Hoerr. I don’t remember what their capital assets are, but their 
total assets are around pretty close to S10 billion at the present time. 

Mr. McDonovcH. Has that created monopoly in the financial 
markets in California ? 

Mr. Hoerr. Some people claim that it has. 

Mr. McDonovenu. Well, lam asking you. You are in the business. 

Mr. Hoerrr. Well, no; I don’t say that it has, because we have 
operated fairly well. 

Mr. McDonoven. Right. 

Mr. Hoerr. But in the banking business, in some places, it has 
created a monopoly in some areas. 

Mr. McDonovucu. How does the 640 branches of the Bank of 
America compare with the next largest banking institution in the 
United States / 

Mr. Hoert. I believe that Security Bank is next, which probably 
has 160 branches in southern California. 

Mr. McDonovuenu. I mean outside of California. 

Mr. Horrt. Outside of California ? 

Mr. McDonoven. Yes. 

Mr. Horerr. Do you mean as to branches or assets ? 

Mr. McDonoven. Yes, including the total assets. How about 
Chase National Bank ? 

Mr. Hoerr. Chase National is about $614 billion, I believe, $7 
billion. 

Mr. McDonoveun. It is less than Bank of America? 

Mr. Hoerr. Considerably. 

Mr. McDonoveu. Is there any other chain bank system in the 
United States that is equal to the Bank of America? 

Mr. Horrr. None whatever. 

Mr. McDonoveu. And still you say that that being the largest in 
the United States, with 640 branches, does not create a monopoly in 
the financial market in the State of California alone? 

Mr. Hoerr. No; I think the Bank of America has not created a 
monopoly. Remember the Bank of America was controlled by Trans- 
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america Corp. which was a holding company. Then they divested 
themselves, through the dissipation of the stock, distribution of it. 

Mr. McDonovuenu. That is right. 

Mr. Horrr. Now, the Transamerica Corp. has organized and 
brought in the First Western Bank & Trust Co., under their holding 
company domination and stock ownership. 

Mr. McDonoven. That is all, Mr. Chairman. 

The Cnairman. Mrs. Griffiths. 

Mrs. Grirrirus. I would like to ask this question: If I came in to 
your institution, do 1 deposit money or buy stock ? 

Mr. Horrr. You merely deposit money. The share terminology in 

savings and loan associations 1s a misnomer. 

Mrs. Grirrirus. When I deposit that money, is it covered by FDIC? 

Mr. Hoxrr. No, Federal Savings and Loan Tnsurance Corp. 

Mrs. GrirFirHs. Do you mean it isn’t backed up by the Government? 
[I don’t have a guaranty by the Government? 

Mr. Horrr. Yes; you have the same insurance of accounts in a 

savings and loan association as you have in a bank account. 

Mrs. Grierrrns. All right. Now, for the person who borrows 
money on a house, and to whom you lend money, is that backed up by 
FHA ?¢ 

Mr. Horrt. Not necessarily. We make a number of FHA loans, 
we make a number of VA loans. But traditionally the savings and 
loan business makes uninsured loans, or in other words, as we call 
them, conventional loans in the mortgage business, on our own risk, 
our own judgment, our own basis, and we take our own losses, when 
they come. 

Mrs. Grirrirus. And if the person fails to pay on the mortgage, how 
fast do you foreclose ? 

Mr. Horrr. That always depends upon conditions. In California 
the institution could probably get possession in around 6 months or 
so. Savings and loan associations, gene? rally speaking, being local 
institutions, take into consideration ‘the 1 xason for the default, of 
which there are many. Sometimes, ad any fault on the part of 
the borrower. They know the person, they know the conditions. At 
one time we foreclosed on a man, and his condition showed the condi- 
tion he was in which was unknown to us and we immediately sold the 
property back to him and he is carrying it today and is a very good 
friend and a very good borrower. 

Mrs. GrirrirHs. How much money do you think savings and loan 
associations now have invested in mortgages? 

Mr. Hoxrrr. I would say probably at least 80 to 85 percent of their 
loans are conventional loans, throughout the country. That is an 
estimate. 

Mrs. Grirrirus. How many homeowners do you think are affected 
by savings and loan associations throughout the country ¢ 

Mr. Horrr. That I couldn’t tell you. I would have to draw the 
figures out of the air, and I really don’t know. But it is a tremendous 
number. 

Mrs. Grirrirus. But if holding companies took over savings and 
loan operations, it would remove that personal touch ? 

Mr. Hoert. Certainly. 

Mrs. Grirrirus. So that there wouldn't be any tendency to give 
additional leeway. They would simply pick up the property, in case 
of default on the mortgage. Would that be right? 
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Mr. Hoerr. That could be the rule of management. It wouldn’t be 
necessarily so, in all fairness, but naturally with absentee ownership, 
they would look upon the individual problem considerably different 
than one who is in the community, knows the man, knows the cir- 
cumstances, and the reason for default. 

Mrs. Grirrirus. I keep getting little pieces of information on my 
desk that the savings and loan mstitutions have just about us urped 
the field of capital, ‘and that banks are just becoming beggers in the 
situation. 

Mr. Hoerr. Well, the rate that we pay, and that we can pay, is con- 
siderably different, and naturally, where the same circumstances may 
apply as to the security, the insurance of accounts, the money is going 
to seek the place where it can get the best return. Therefore, we also 
deal with people of different types, sometimes, than banks do, with 
commercial deposits. There is a large number of very substantial 
commercial deposits which have been transferred to savings accounts 
of commercial banks. But our money is not given to us, or placed with 
us by the ordinary investor. They are not investors who have the 
understanding of financial investment. Very few of them. 

Mrs. Grirrirus. You mean it is just the ordinary person on the 
street who invests money with you? 

Mr. Hozrr. That is right, yes. 

Mrs. Grirrirus. So that actu: ully, if all the companies were sold to 
holding companies, and you have already pointed out that there 
would be a real gain to anyone selling to a holding company, because 
of the tax situation 

Mr. Hoerr. Correct. 

Mrs. Grirrirns. And a catastrophe occurs, the holding companies 
are going to hold an awful lot of property in the United States. 

Mr. Hoerr. Not the holding companies; the savings and loans. Of 
course, the holding company could lose a great amount of its capital. 
because the reserves of the institution would be depleted to take care of 
losses, and they would then lose the earnings, but they wouldn’t lose 
a great deal. They wouldn’t take the big risk. 

‘Mrs. Grirritis. The holding company wouldn’t. 

Mr. Hoerr. That is right. 

Mrs. Grirrirus. Thank you. 

Mr. Hoerr. The big risk would be taken by the reserves in the 
institutions. 

The Cuatmrman. Mr. Betts. 

Mr. Berrs. I just wanted to clear up one thing in my mind. You 
= Mr. McDonough were talking about this holding company out in 

California and whether or not it was monopolistic. “As I understand 
it, you are not objecting to holding companies in the savings and loan 
industry because of their size and number, but simply on the ground 
that it takes away local management from a community, which is in 
essence the c haracter of savings and loan institutions which you want 
to preserve ; is that right ? 

Mr. Hoerr. It will ch: ange the concept of our business entirely. 

Mr. Berrs. And it is not a question of the number or bigness of a 
holding company that you object to; is that right? 

Mr. Horrr. That is r ight. 

Mr. McDonover. Will the gentleman yield at that point? 

Mr. Berts. I yield. 
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Mr. McDonovcu. That should discourage everybody in the United 
States from buying stock in any corporation, bee: rause certainly the 
management of the corporations that they buy it in are not local 
or intimately acquainted with local conditions. You say that be- 
cause these people are not interested in local conditions, because they 
don’t happen to live in the community where the institution is loc had, 
that this legislation should pass. 

What about the man that invests $50,000 or a hundred thousand 
dollars, or the man who invests $500 in a share of some corporation 
which is miles away from where he lives? 

Mr. Hoerr. I think you have a different situation. 

Mr. McDonovueu. I would like to hear your views on it. 

Mr. Horrr. Beg pardon. 

Mr. McDonouen. I would like to hear your views on it. 

Mr. Horrr. Well, I think regarding a man in a savings and loan 
association, investing in the stock of a savings and loan association, 
that he has a different concept of the business. It takes away from 
that local institution its ability to manage its affairs and puts its 
management in the hands of corporations which are miles and miles 
away. It is not a manufacturing matter, with us. It is a matter 
of dealing with “se whose life savings are invested, their homes. 
It isa entirely different matter. 

Mr. McDonouen. Well, their life savings would also be represented 
in their investments in corporation stocks, too ? 

Mr. Horrr. Well, it could be in corporation stocks, yes. 

Mr. McDonoveu. How intimate are the board of directors of your 
association with the average mortgage holder that you have in your 
portfolio ? 

Mr. Horrr. Very close to it. 

Mr. McDonovuen. How close ? 

Mr. Horrr. Well, we have a committee in the handling and mak- 
ing of loans of which I am the head—the loan committee. Our board 
of directors gets a list of all the loans made during the month, for their 
approval. We also make an intimate check, twice a month. We 
go out with our board of directors and make a check of those loans 
which have been made during that particular time. 

Mr. McDonovucu. You service your own loans? 

Mr. Horrr. Absolutely; all of them, 

Mr. McDonoven. What rate of interest do you get on the average 
mortgage on a home today ? 

Mr. Horrr. About five and a half to five and three-quarters. 

Ir. McDonovucn. Are you getting any 6 percent loans ? 

Mr. Horrr. A few at the present time, just in the last few months, 
because ~ the stringency of money. But ordinarily our rate runs 
from 5 to 514 percent on conventional loans. 

Now you are getting 6 percent. 

Mr. McDonoven. You mean you haven’t made any 6 percent loans 
that are 8 months ora year old? 

Mr. Horrr. Very, very few that were made previous to 6 or 8 
months ago, 

Mr. McDonovucu. Why should any of them 6 or 8 months ago be 
6 percent ¢ 

Mr. Horrr. Well, you have a character of risk in connection with 
loans. You may have a loan in an outlying area. It may be the type 
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of property; it may be the location. Sometimes it is the character 
of the borrower that has something to do with it. But, generally 
speaking, it is an older house, in an outlying location, and maybe a 
little decadent. The area is going down rather than going up. Your 
risk there is an element. 

Mr. McDonoveu. Your institution is located in Glendale; is it? 

Mr. Hoerr. Yes, sir. 

Mr. McDonoven. Do you have any 6-percent loans in Glendale? 

Mr. Hoerr. A few. 

Mr. McDonoveu. Thank you, Mr. Betts. 

Mr. Mutter. Mr. Chairman. 

The CuarMan. Mr. Betts’ time has expired. 

Mr. Betts. That is all I had. 

The CHarrman. Mr. Ashley. 

Mr. Asuiey. Why is it, sir, that an investor in a savings and loan 
association gets a better return than he would from a conventional 
bank? Is it the fact that most savings and loans are mutual asso- 
ciations ¢ 

Mr. Hoerr. Most of them are; yes. And, therefore, we pay no 
money to stockholders. All of the money is either plowed into re- 
serves, or we are able to meet a competitive position, and most of our 
money is loaned on real-estate loans which bring a higher return than 
some of the other investments. That is one of the things about the 
savings and loan business at the present time, which I think this com- 
mittee will have to take into consideration, to give us a little wider 
diversification of investments rather than entirely real-estate loans 
and Government bonds. 

Mr. AsuiEy. With respect to Mr. McDonough’s query on the possi- 
bility of your considering Transamerica Corp. as a monopoly, you 
replied 

Mr. McDonoven. Not Transamerica, but Bank of America. 

Mr. Asnixry. I am er As occupying at the present time a 
monopoly position in California, and you replied that, for your pur- 
poses, or in your opinion as an operator in Glendale, you didn’t 
believe so. 

Do you think if there were two banks, or if there was another 
holding company the size of Bank of America in California- 

Mr. Kirsurn. Bank of America is not a holding company. 

Mr. McDonoveu. It is a chain-bank system. 

Mr. Asuiey. If there were another, that this might amount, in your 
opinion, to a monopoly situs ition 9 

Mr. Hoert. I think the State of California is very, very fortunate 
in that respect. When Mr. Giannini organized the Bank of America, 
and through his operations—he was a man of great capacity and of 
great interest in the welfare of the State of California—and while 
the Transamerica was organized a long time ago, I think Mr. Mc- 
Donough will bear me out that he was a man with great interest in the 
welfare of the State of California, and in the operation of the bank 
I hardly think there would be another bank in the country that was 
closely held or operated that would not have become a virtual monop- 
oly except under a man of the type of Mr. Giannini. Of course, he 
died a number of years ago, but his traditions are still being carried 
on in the Bank of America. 
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Mr. Asuiry. Do you think that the bank-holding-company legis- 
lation which was considered and passed by the Congress last year was 
necessary to prevent centralization of credit in the various areas of 
the United States? 

Mr. Horrr. I absolutely do, and I recall, in talking about Trans- 
america, that there was an antitrust suit against the Transamerica, 
I believe, a few years ago, which was finally resolved in some way 
and Transamerica distributed the stock, somewhat as a result of that 
sult. 

Mr. McDonovcu. Mr. Ashley, will you yield for a point of infor- 
mation / 

Mr. Asuiey. Certainly. 

Mr. McDonovugu. You asked whether there was another such in- 
stitution in California, whether it would create a monopoly. There 
are two others, not equally as big, but almost as extensive. ‘The Secu- 
rity First National Bank, which is around $6 billion in assets, Bank 
if America, $10 billion, and the California Bank, which is an exten- 
sive chain banking system. 

Mr. Asuiry. Of course, my inquiry was directed to determining 
if there isn’t a saturation point which is being reached, to determin- 
ing if we go beyond a certain point whether or not monopoly of credit 
will not then result. 

Mr. McDonoveu. That is a good point, and here is the problem. 
In the State of California, with all of these capital assets in banks, 
and with probably three of the largest chain bank systems in the 
United States in that State, we are still paying 5 to 6 points discounts 
on house mortgages because we are not close to the Wall Street mar- 
ket. We are remote, and considered remote, and we are suffering 
the difficulty of having to pay high discounts on mortgages. 

Mr. Asuuey. If it is any consolation, other areas of the country are 
catching up with you. 

Mr. McDonoucu. Well, we have been suffering it for a long time. 

Mr. Asuxiey. Longer than most others, I agree with you. 

The CHarrman. Mr. Mumma—— 

Mr. Mumma. No questions. 

The Cuarrman. Mr. Vanik— 

Mr. Vantk. I would like to ask the witness, do you feel that this 
legislation is absolutely essential to preserve the integrity of insti- 
tutions like yar own ? 

Mr. Hoerr. I do, sir. 

Mr. Vani. Let me ask you this: By becoming a depositor in your 
bank I become a stockholder, do I not ? 

Mr. Horrr. No, sir; you do not. 

Mr. Vanik. Your association is a mutual, isn’t it ? 

Mr. Horrr. Under Federal law it is a mutual. It is not particu- 
larly stock; no. It is a share in the savings accounts, but it is not a 
stock ownership. 

Mr. Vantk. What does the share entitle me to, then ? 

Mr. Hoerr. Participation in management, electing of directors. 

Mr. Vantk. How is control obtained, then / 

How would control be divested from the present management ? 

Mr. Hoerr. By a vote of the account holders. 

Mr. Vantk. Then, if I am an account holder, I would be able to 
participate in the change of management ¢ 
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Mr. Hoerr. Certainly, you have a vote. 

Mr. Vanix. At the present time, are you compelled to take any 
body’s account for deposit ? 

Mr. Hoerr. Not necessarily. We can restrict accounts coming in, 
if we feel we don’t have a use for the money. We can restrict the 
amount we have in. 

Mr. Vanix. Then, as a matter of fact, isn’t management in a po 
tion to resist any change in management ¢ 

Mr. Horrr. Well, management has to stand on its own record. 

Mr. Vanik. Waita minute. Management is in. 

Mr. Hoerr. That is right. 

Mr. Vanix. Management can keep anyone else from putting money 
in the bank to change management. So isn’t it true that it is pretty 
difficult to change management in your institution ? 

Mr. Hoerr. I would say that it would be if management is the 
proper type of management , certain ly it would. 

Mr. VANIK. It isa pretty tig] } t control. isn’t it, as a matter of fact? 

Mr. Hoert. I think by the integrity and ability of management it 
necessar ily has to be that type of management to maint uin control. 

Mr. Vanix. Under the law any depositor c can participate in manage 
ment by putting money in the bank and becoming a shareholder. Does 
it actually work out in practice that any shavdhalcer or depositor can 
over a period of time develop enough of an interest in the bank that 
he could participate practically in the change of management ? 

Mr. Hoxrr. Not an individual account holder; no; because we be- 
lieve in diversification of accounts as well as we do in diversification 
of investments. We limit the amount of money. In the case of with- 
drawals we limit the amount of money of our institutions to $50,000 
for any individual. Because if that man wants his money, we want to 
give it to him. If we have a large amount of account holders our 
money is tied up in mortgages. 

Mr. Vantk. What is your degree of solvency compared with com 
parable institutions ? 

Mr. Horrr. We have a 9-percent reserve the same as loan associa 
tions in the country, which I believe on average carry 714 percent. 
Which is somewhat in excess of the structure of commercial banks. 

Mr. Vantk. Have you had—do you resort frequently to FNMA to 
get. money / 

Mr. Horrr. We have enough of our own. 

Mr. Vantk. So when you charge a 6-percent interest it isn’t because 
of scarcity of money in your institution ? 

Mr. Hoerr. Yes, sir; it was. 

Mr. VantK. Well, you te you had enough of your own. 

Mr. Horrr. Well, you limit it. In other words, you go ahead and 
take the money that you have and make it do for what you have. We 
don’ { 70 out an d bor row mol 1e) to make loans. 

Mr. VantK. In other words, you are getting along very nicely 
today ? 

Mr. Horrr. Fairly well, you bet we are. 

Mr. Vanix. Now, let me ask you this question: On any of your loan 
transactions—I am not talking about your particular institution, you 
are here as a witness for many—is it the practice among mutuals to 
discount the borrower? You discount the mortgage, do you not ¢ 


; os ; 
You are engaging in mortgage discounting, are you not ¢ 
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Mr. Horrr. A few in connection with VA loans. 

Mr. VANIK. Yes, sir. 

Mr. Horrr. That discount, however, is established, generally speak- 
ing, by insurance companies and New York savings banks. 

Mr. Vantk. Do you know of any instances where institutions like 
yours have been discounting the seller of real estate—in other words 
a man comes in and says, “Ll want to buy a certain piece of property 
which X person wants to sell.” Have you on any occasion discounted 
the se ‘ler? 

Mr. Hor rr. You mean taking into consideration the credit of the 
individual buying? 

Mr. Vanix. Whatever you take into consideration. Have you on 
any occasion or do you know of any instances where your institutions 
have discounted the person selling the real estate for a point or two 
on the mortgage 4 

Mr. Horrr. No: not on conventional loans, I don’t know of anyone. 

Mr. Murer. Mr. Vanik, if you will yield for a suggestion. I sug- 
gest you ask him to tell us how they handle this matter of discounting 
mortgages 

Mr. Vantk. Yes, sir; Mr. Multer asked me how the discount on an 
original sale operates. 

Mr. Horrr. Conventional mortgage. No borrower ever pays a dis- 
count for a loan, no, sir, that I know of. In all of our business. That 
is on account of the interest rate. 

‘he CuatrMan. Mr. Seely-Brown 

Mr. Srety-Brown. There is one question, sir, that I would like to 
ask to clear up my own thinking on this proposed legislation. Al- 
though a holding company may be incorporated in the State of Dela- 
ware, if that company is operating solely in the State of C: lifornia, 
does it not have to operate under the laws of the State of California? 

Mr. Horrr. No, I believe it operates under the laws of Delaware. 

Mr. Srety-Brown. Even if its operation is in California ? 

Mr. Hoerr. Yes, sir. 

Mr. McDonoven. That is only for corporate purposes. 

Mr. Horrr. Yes, the corporation itself. The institution has to 
operate under the laws of California. 

Mr. McDonoven. Yes, the institution must operate under the com- 
missioners of savings for the State. 

Mr. Seery-Brown. In other words, the holding company which has 
been mentioned frequently today, the Great Western Corp., it still 
must operate under the laws of the State of California ? 

Mr. Horrr. Not the Great Western Financial Corp., but the com- 
panies which they control must operate under the laws of California. 

Mr. Srety-Brown. The companies which they control have to op- 
erate under the laws of the State of California? 

Mr. Horrr. That is right. 

Mr. Srety-Brown. Thank you. 

The Cuatrman. Mr. Coad—— 

Mr. Coan. Mr. Chairman, I have one question. 

Mr. Hoeft, you say that in your organization no one individual 
person can deposit a greater sum than $50,000 ? 

Mr. Horrr. That is our own limit that we have. 

Mr. Coap. That is right. No individual loan can be more than 
$25,000 ? 
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Mr. Hoerr. Yes. Twenty percent of our loans under the Federal 
Home Loan Bank Corporation can be on other than homes and 
exceed the $25,000. But very, very few of them get into that amount. 

Mr. Coan. What percentage of your capital and your reserves can 
you have out on mortgage loans at one given time? 

Mr. Hoert. Well, generally speaking, we would say that we would 
have on our loans, maybe 90 percent, 92 percent on loans, and the rest 
in reserves and Government bonds. 

Mr. Coan. Is there any State law that requires you not to loan out 
a greater percentage than 90 or 92 percent? 

Mr. Hoerrr. No, there is no law. 

Mr. Coan. You could loan out 100 percent. 

Mr. Hoerr. If you wished, yes: and if your reserves were high 
enough and it was prudent management, it could be done. 

Mr. Coap. You say if your reserves were high enough. Do vou 
mean to indicate there that you do not loan out your capital and your 
reserves ¢ 

Mr. Horrr. No, we don’t. We keep our reserves. We have to keep 
a 6 percent liquid—614 percent liquidity reserve under the Federal 
home loan bank regulations. 

Mr. Coapv. That is what I was getting at. 

Mr. Horrr. Now, adjusting that to require greater reserves to covel 
other ri ts of it, we have to have 614 to 8 percent. 

Mr. Coap. By Federal statute / 

Mr. Hoerr. By Federal regulation. 

Mr. Coan. Allright. Then a mpneatig compehy cannot possibly enter 
in to give you any further money, then ? 

Mr. Horrr. No. 

Mr. Coap. There is no possibility under Federal regulation whereby 
a holding company gives you additional capital whereby you could 
loan it out; is that right ? 

Mr. Hoerr. I don’t say it would be impossible. They could go 
ahead and raise money and then turn it into = general public, to 
the association, on which they would get 3 or 314 or 4 percent, but it 
is not likely they are going to do that “because re: vy are not interested 
in that type of profit. 

Mr. Coap. In other words, then, as you see it, and as we have ascer- 
tained here, the holding company a tually cannot adequately nor eco- 
nomically, in order to make money for them, too, operate on this busi- 
ness and come out ahead ? 

Mr. Hoerr. No, they can’t, not to put money in the institution on 
deposit. 

Mr. Coan. In other words, their only point of entrance into this field 
would be to take money out? 

Mr. Hoerr. Correct. 

Mr. Coap. Thank you, sir. 

The Cuatrman. Mr. Henderson—— 

Mr. Henverson. Mr. Hoeft, your statement has been very significant 
and very explanatory. However, you did point out to the committee 
that you see, in the present day turn of affairs, the possibility of more 
holding companies becoming established, and then you mentioned 
that one of the reasons why it is advantageous for this new type of 
organization is because of the peculiarities of our tax structure. Do 
you feel that that is the reason that holding companies may become 
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established in the future, because of the tax benefits which might 
come to those disposing of savings and loans institutions? 
fr. Horrr. Correct. Inheritance taxes and so on. 

Mr. Henperson. Do you think that instead of legislation of this 
sort it might be better handled by some change in the tax structure of 
our country ? 

Mr. Horrr. Well, there has been change in the corporate structure 
from time to time. That is a matter I wouldn’t express an opinion 
on. The Government needs money. 

Mr. Henverson. Well, of course, we should be only enacting legisla- 
tion which is for the best interests of our country as a whole, and if 
we have a choice of one way or another of controlling a situation which 
may be harmful to our Nation, wouldn’t it be best to study the various 
possibilities and see which one of them would best control a situation ? 

Mr. Horrr. I think you may be slightly misinterpreting my state- 
ment, or maybe I didn’t express myself fully on the matter of the tax 
structure. In the savings and loan associations the reserves of an 
institution are frozen—your insurance reserves. It is impossible, even 
in the case of liquidation, to take those earnings out of there except to 
come under a 1 gular income-tax provision. The only way that they 
can get that out under a long-term capital gains is to sell the control 
of the institution. Therefore, they come under a 26-percent capital 
gain, rather than under a regular income tax. 

So you see the profits in there, so unless they sell it to a holding 
company it is nearly impossible for them to get their money out. 

Mr. Henperson. Are some of the motivating forces behind this 
danger which vou see also associated with the tendency that we have 
noticed in other fields of corporate endeavor, to enlarge and to grow 
and to become bigger and to establish holding companies? In other 
words, the tax structure that we have in our country, possibly has 
resulted in some of the other—— 

Mr. Horrr. Certainly. Your tax structure encourages that type 
of thing, at the present time. 

Mr. Henprrson. That concludes my questioning, Mr. Chairman. 

The Cuatrman. Mr. Hoeft, the savings and loan pean aie assets 
have gone from $10 billion in 1946 to more than $40 billion in 1956, 
isn’t that true? 

Mr. Horrr. Around that, yes. 

The Cuatrman. And that remarkable growth I think is a tribute 
to the confidence which the people have in the local institution. 

Mr. Hoerr. Yes, sir. 

The Cuatrman. I suppose that is the most phenomenal growth of 
any financial institutions in the history of America. 

Mr. Horrr. Correct. 

The Cuatrman. And we are not questioning any particular corpora- 
tion. Under this bill, the present holding companies can operate. 

Mr. Hoerr. That is right. 

The CuarrMan. But we are trying to deal with a condition whicn 
makes it possible for other holding | companies to be organized and 
the same condition might prevail in savings and loan associations that 
did prevail in the bs anking industry, isn’t that true? 

Mr. Hoerr. That is true. 
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The Cuamman. And there is the constant temptation for men to 
organize these corporations, because of the great profit they have 
received from that activity ? 

Mr. Hoerrr. That is right. 

The Cnarrman. In every instance where they have organized these 
holding companies, the organizers have grown rich ? 

Mr. Horrt. Correct. 

The Cuarrman. That is all T have. Mr. Multer 

Mr. Mutrer. If you will please, Mr. Chairman. 

Mr. Hoeft, these four savings and loan associations in California 
which were bought up, or for which cont trol of management was 
acquired by this holding company. Were they mutuals or stock com 
panies ? 

Mr. Horrr. Oh, no, all originally stock companies. 


Mr. Mutter. When a depositor becomes such in a mutual savings 
and loan association. actu: ally he becomes a member of the association. 


Mr. Hoerr. Correct. A voting member. 

Mr. Mutrer. A voting member. 

Mr. Hoert. Yes. 

Mr. Mutter. Is his vote limited in accordance with the amount 
of deposit he has? 

Mr. Hoerr. Yes, he has a vote for every $100 he has in the account, 
with a limit of 50 votes. 

Mr. Moutrrr. Without going into any of the details, there is a 
means and a method which has sometimes been used by which either 
an outsider or a dissident insider has acquired control of management 
of a mutual association ? 

Mr. Horrr. The threat on that at the present time exists in the 
matter of the solicitation of funds by brokers, money brokers, in the 
East, who, through the getting of that money for institutions, could 
get proxies from these outside investors in various parts of the coun- 
try and control the mutual institution. That is the only threat that I 
know of that there is in connection with that at the present time. 

Mr. Mutter. Whether it is in the East or anywhere else, as long 
as proxy voting is permitted, there is a means of somebody acquiring 
control of management, even though it would be good and proper 
management ¢ 

Mr. Horrr. Yes, sir; it has been. 

Mr. Mourer. And then selling a bill of goods to the rest of them 
to sell out to a holding company. 

Mr. Hoerr. You can’t sell a mutual company. You have got 
nothing to sell. 

Mr. Mutter. You can convert, can’t you? 

Mr. Horrr. Not under the new regulations, that they have. It is 
practically impossible to convert. I think that loophole has been 
pretty well or is going to be very well closed by the Federal Home 
Loan Bank Soard 3 in its new regulations. 

Mr. Mvurer. Now you said your institution does not discount. 
T am not dealing with FNMA now. I am dealing with an ordinary 
transaction. I think you said that on the FHA loans there are no 
discounts, and on VA’s there are. 

Mr. Hoertr. There are discounts on VA and also FHA loans at the 
present time. 
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Mr. Muurer. When a man, veteran or nonveteran, comes in and 

rants to buy a house, he makes his deal with the builder, is that right? 

Mr. Hoerr. That is right. If he wants to buy a house that is already 
constructed. 

Mr. Mutter. Well, does the average buyer purchase the house before 
it is built and completed ? 

Mr. Horrr. We make construction loans, also. 

Mr. Motrer. Well, now, the construction loan is made to the 
builder. 

Mr. Hoert. Yes, sir. 

Mr. Mutrer. Let’s talk about just the mortgage loan, when the 
house is completed. 

Mr. Hoerr. Yes, sir. 

Mr. Moutrer. You don’t make the mortgage loan on a completed 
house until there is a purchaser available, is that not so? 

Mr. Horerr. We make a construction loan to the builder or con- 
tractor, and then—— 

Mr. Mutter. That is a construction loan, that is not a permanent 
mortgage loan. 

Mr. Hoerr. That is right. 

Mr. Murer. When the building is completed you then take a per- 
manent mortgage loan to run for 20, § 25, or 30 years. 

Mr. Horrr. That is right. 

Mr. Mutter. Do you give that to the builder or to the purchaser? 

Mr. Hoerr. We generally give it to the buyer of the property, or 
he assumes the loan that we have made to a builder. 

Mr. Muvrer. Yes. At that time, when the man who is going to 
go in and occupy the house and buy the house, at that time, “there is 
a discount in connection with that mortgage transaction, is there not ? 

Mr. Horrr. I know of none that have been done that w ay. 

Mr. Motrer. What about the discounts you tell us that you do know 
about on VA mortgages and FHA mortgages ? 

Mr. Horrr. That is correct. 

Mr. Mutrer. When and how are those discounts charged ? 

Mr. Horrr. How much are they charged ? 

Mr. Mutter. Tell us about a typical VA transaction where there 
is a discount. 

Mr. Horrr. FNMA at the present time. 

Mr. Murer. Forget about FNMA. I am not now interested in 
FNMA. 

Mr. Horrr. Well, the ordinary 414 VA loan at the present time, the 
market price on those generally speaking is around 9314 or 9414. 

Mr. Mutter. In other words, at the time the veteran comes in to 
buy his house from the builder, and your association makes that loan 
on that house to the veteran, and you take back the veteran’s mortgage, 
at that time you charge him 414 percent interest. In addition, if the 
mortgage is $10,000, with a 7 point discount, $700 is taken off the face 
amount of mortgage, is it not? 

Mr. Hoerr. That is the discount that the builder assumes. 

Mr. Mutter. How much money does your institution advance at 
that time when the VA mortgage is being placed at a seven point 
discount on a $10,000 mortgage? 

Mr. Horrr. Well, we go and put on a full loan on the thing, and the 
builder assumes the discount. The builder, not the borrower or buyer. 
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Mr. Mutrer. You take a $10,000 mortgage and draw a check for 
$10,000; is that right? 

Mr. Hoerr. Yes. 

Mr. Mcurer. And you give the $10,000 to the builder? 

Mr. Hoerr. That is right. 

Mr. MuLrer. And how much does he then give back to your 
institution ? 

Mr. Hoerr. Well, he generally, through that, assumes a discount 
of about, oh, an old 414-percent loan, from 6 to maybe 7 percent, includ- 
ing the construction cost of ane bi rty. 

Mr. Meurer. If the discount is ( points, simultaneously with your 
taking the $10,000 mortgage : a giving the $10,000 check, your insti- 
tution gets back $700, is that right, if it is a 7-point discount ? 

Mr. Hoerr. No. 

Mr. Mctrrer. What do you get back? 

Mr. Horrr. No. We ordinarily don’t do that, because on that type 
of a loan, those loans are gener: ally made through a selling arrange 
ment with eastern—generally New York—savings banks and insur- 
ance companies. We make a loan to the builder, and we pay whatever 


the amount of the loan is. When that VA loan has been closed, that 
loan has been purchased through a New York savings bank. They 
are the ones who create the discount, and they get that from the builder 


of the property. 

Mr. Mutter. When does the veteran sign the mortgage / 

Mr. Hoerr. At the time the loan is closed. 

Mr. Muurer. And that is the time the $10,000 is advanced, is it not? 

Mr. Hoerr. Yes, sir. 

Mr. Mcturer. And simultaneously with that you sell that $10,000 
mortgage to another institution ? 

Mr. Hoerr. No; with us that loan has been bought through the 
builder, to a mutual savings bank or an insurance company. 

Mr. Mcuurer. You mean the builder has sold your mortgage to an- 
other organization ? 

Mr. Hoerr. Correct. He has made arrangements for the selling 
of those loans, before the building has been completed. 

Mr. Mvurer. one builder does that; not your association ? 

Mr. Hoerrr. No; we handle some of them, but very, very few. We 
have about $8 million of them at the present time. 

Mr. Mutter. Some of them. 

Mr. Hoerr. Some of those have been bought at a hundred per- 
cent. Comparatively few of those we have held are discount loans. 

Mr. Mccrer. Simultaneously with that closing, when the veteran 
signs the mortgage and the check for $10,000 is drawn by your insti- 
tution, the mortgage is then assigned to some other institution that 
has previously bought it ? 

Mr. Hoerr. That is right. 

Mr. Mcurer. And at the same time. somebody, either the builder or 
the veteran, draws a check for $700, if it is a 7-point discount, to 
the purchaser of the mortgage. 

Mr. Hoerr. The veteran does not pay anything on the discount. 

Mr. Mutter. Who draws the check for the $700? 

Mr. Hoerrr. The contractor will make that arrangement with the 
New York savings bank and he draws a check for $700. 
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Mr. Mutrer. Simultaneously with the closing of the deal ? 

Mr. Horrr. That is right; they buy that loan. 

Mr. Muurer. How much of the $700 does the builder get back from 
the veteran? 

Mr. Horrr. I don’t think he gets anything in connection with the 
certificate of reasonable value set on the property by the Veterans’ 
Administration. The house cannot be sold for greater than that 
amount. 

Mr. Mcuurer. You say the veteran never pays that discount ? 

Mr. Horrr. No. 

Mr. Mvuvrer. And all these veterans who are complaining that simul- 
ti aneous ly with the closing they have got to make up that discount or 

hey y don’t get the title or the mortgage money— 

Mr. Horrr. The builder is making that up. 

Mr. Mcuurer. Are they misinforming us when they tell us they have 
vot to make that up! 

Mr. Horrr. No; they don’t make it up. 

Mr. Mcutrer. When the veteran complains he has to make that 
up he is not telling us the truth ? 

Mr. Horrt. It comes from the builder. I know of no case where 
the veteran has paid any discount. 

Mr. McDonoven. Will you yield? 

Mr. Mvuurer. Yes. 

Mr. McDonovueu. Take a $10,000 mortgage as an example, and the 
builder comes in and tells you that he is going to build, say, 500 such 
houses. Then you advance, on his reputation—you know the man; 
you have dealt with him before—$10,000 per house, including the lot 
on the tract that he is going to build on. Then before he has built 
these houses, you advance him money. 

Mr. Hoerr. But the loan is not for $10,000 to the builder. The loan 
would be on a $10,000 house, probably $7,000. He has to put his addi- 
tional money in that. 

Mr. McDonovucn. All right. Then, when the house is built, and is 
sold, and the individual takes back a mortgage for the amount less the 
downpayment, have you ever found that any builder, anticipating a 
discount on that mortgage, would reduce the value of the material 
that he puts into that house, to equal a possible discount ? 

Mr. Horrr. Well, Mr. McDonough, there are chiselers in any 
business. 

Mr. McDonoveu. I know. 

Mr. Horrr. I don’t know of any case. 

Mr. McDonovcnu. What experience have you had with anyone that 
might have done that ? 

Mr. Horerr. We have had no experience on that. 

Mr. McDonovenr. Do you recall, Mr. Hoeft, about 5 years ago, 4 
years ago, there was a considerable stir in southern California about 
chiseling in VA houses, and one of the individuals who made so much 
about it was the city councilman, Don Allen, and the houses were out 
in the San Fernando Valley, and it seems to me that your institution 
made some loans on those houses. 

Mr. Hoerrr. I don’t believe so. 

Mr. McDonoven. I may be wrong about that. But the complaint 
was that the veteran wasn’t getting the value of the amount of money 
he was paying for the house, in the house. ; 
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Does your memory serve you now as to whether the builder at that 
time was cutting the costs of the house in order to anticipate a dis 
count of the mortgage? Did he cut the cost of the house and put poor 
materials in it? It was the fault of the Veterans’ Administration 
themselves because of the inspection of the property. They make 
their own inspection. 

Mr. Hoerr. They have minimum standards. 

Mr. McDonovuen. That is a good point. However, even with the 
inspector carefully inspecting the house during construction and after 
construction, and the tricks of the trade that may be practiced by 
certain contractors, have you ever found an instance where the builder 
intentionally tried to cut costs to anticipate a discount on the 
mortgage ? 

Mr. Horrr. Oh. they have tried. They haven't gotten away with 
it with us, because we also provide an additional inspection during 
the course of that construction. 

We have our own mento ‘s on the property, also. That isn’t the 
case with every institution. They might have the same type of in- 
spection that we have—I dont want to say that we are growing wings 


or anything like that—but we are using every device that we know of 


to prevent that type of thing, and I t hink most. institutions generally 
are doing the s time thing, as well as the banks and others. 

Mr. Mc ee So then in answer to Mr. Multer’s question, if a 
$10,000 mortgage is sold for $9,300, the $700 loss is sustained by the 


builder, and not by the buyer? 

Mr. Hoerr. Correct. 

Mr. McDonovueu. And that no part of that S700 loss is sustained 
by the buyer at all’ , 

Mr. Hoerrtr. That is correct. Unless the Veterans’ Administration 
has included some incorrect estimates of his costs and given the con 
tractor more money than he should have. But the institution has no 
control over that. That is up to the V. m 

Mr. Mutter. What you are saying, then, is that in a house 
selling for $10,000—I have a typical example in front of me now; the 
pure hase price is $10,625, the mortgage is $10,400, and it shows a $780 
commitment fee. Ona purchase price of $10,625, what do you think 
the net profit can be of a builder, on that house? 

Mr. Hoerr. Well, that varies. We ordinarily figure on a construe 
tion loan of around 10 percent. 

Mr. Mutrer. Ten percent? 

Mr. Hoerr. Yes. 

Mr. Mutter. I think that is about standard. 

Mr. Hoerr. That is right. 

Mr. Muturer. On this house of $10.625, where the builder stands 
to make $1.062 net profit he pays out $780 to get the mortgage, so he 
can close the deal, leaving himself with a net of less than $300, and 
you want us to believe that the builders are not getting that back from 
the veteran ? 

Mr. Hoerr. I would say that the Veterans’ Administration gave the 
builder too much of a price, or of a certificate of reasonable value on 
that house. 

Mr. Mutter. I prefer to believe the veteran, that he is paying the 
difference. 
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Mr. Horrr. I will say that the Veterans’ Administration has given 
the seller—given too much to the builder on the selling price of that 
house. 

Mr. Asuiny. Are they doing that because they have knowledge of 
what the discount rate is in New York City, for example! 

Mr. Horrr. Well, that is public property as far as that is concerned. 

Mr. Asuiry. Pardon? 

Mr. Horrr. I think it is generally known what that is. 

Mr. Mutrer. In other words, you say that the Veterans’ Adminis- 
tration, in rating this house so that it can sell for $10,625, has taken 
into account a $780 discount for placing the mortgage as part of the 
builder’s costs ? 

Mr. Horrr. I don't say that they are knowingly showing that in 
there; I think that under present conditions the “builder is assuming 
and taking part of that out of his profits. But if there is a $780— 
if he can absorb that, he is getting too much for his house. 

Mr. Muurer. Do you know any builder in the country who can build 
$10,625 houses for a $300 profit ¢ 

Mr. Hoerr. No. 

Mr. Murer. Neither do I. 

Mr. Horrr. Unless he is in a spot where he has to clean out. 

The Cuarrman. Gentlemen, the House is in session. 

Mr. Mumma. I have one question. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Mr. Multer, I believe all this argument we are having 
depends on the bargaining position either of the buyer or the seller. 
In other words, you talk ‘about a thousand dollar coverage. When 
these fellows were going full strength they could have made $2,000 
a house, and if the market had gotten tighter he would be willing to 
cut his profit a little, by himself assuming some of the extras. It is 
still a matter of bargaining between the buyer and the seller. 

The Currk. Mr. Chairman, we have had ‘requests from the United 
States Savings and Loan League to file a statement on the bill, sub- 
mitted by the California Savings & Loan League; and a request from 
Great Western Savings & Loan “Association to file a statement by their 
president, Mr. John Marten, on the bill. 

The Crarrman. Without objection, they may be filed. 

(The information is as follows:) 


POSITION OF LEGISLATION AND TAXATION COMMITTEE OF CALIFORNIA SAVINGS AND 
LOAN LEAGUE ON H. R. 4135 


The committee considered the above bill as introduced on January 30, 1957. 
The committee endorses in principle the restriction of holding companies 
upon the general basis contemplated by the bill. 
2. It believes, however, that in the definition of the term “‘company” in section 
108 (a) (1) there should be expressly excluded (as in sec. 409 (a) of the Rob- 
ertson bill) executors and administrators, and that there should also be excluded 
trustees under testamentary trusts. Unless it is certain that executors, admin- 
istrators, and testamentary trustees are excluded, insurance of accounts may 
be called into jeopardy in cases in which a bank acts as executor, administrator, 
or testamentary trustee in connection with 2 or more estates each owning more 
than 10 percent of the stock of different associations. This situation, of course, 
is likely to arise in California where banks have many branches. It could arise 
without any knowledge or participation on the part of the associations involved, 
and without any knowledge on the part of anv testator that one or more other 
estators had named the same bank as executor, administrator, or testamentary 
trustee where stock of one or more other associations is involved. 
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3. In section 408 (a) (3) the committee requests the deletion of the portion 
reading as follows: “, or if the Federal Home Loan Bank Board determines, after 
reasonable notice and opportunity for hearing, that such company directly or 
indirectly exercises a controlling influence over the management and policies of 
such institution” for the reasons (a) that the question of control should depend 
upon the statute and not upon a Board determination and (0b) that the reference 
to a “controlling influence over the management and policies” introduces a con 
cept too vague and indefinite to serve as a standard for the termination of 
insurance. 

4. The committee would have no objection, however, to the insertion after 
“company” in line 11 on page 2 of “, directly or indirectly,” as in the Robertson 
bill. 

5. In section 408 (e) the committee urges the insertion of the provision in 
section 409 (e) of the Robertson bill that “In any such action the issues shal] 
be triable solely by the court.” In the absence of this express provision, it may 
be argued (particularly since subdivision (e) starts “If, in the opinion of th« 
Federal Home Loan Bank Board” * * *) that the issue before the court is not 
whether a violation has occurred but whether the opinion of the Board that a 
violation has occurred is reasonable or supported by substantial evidence. 

Respectfully submitted. 

LEGISLATION AND TAXATION COMMITTEE OF 
THE CALIFORNIA SAVINGS AND LOAN LEAGUE, 
By H. R. ERKEs, Chairman. 
Fesruary 18, 1957. 


STATEMENT OF JOHN F. MARTEN 


Mr. Chairman and members of the committee, my name is John F. Marten 
My business address is 4401 Crenshaw Boulevard, Los Angeles, Calif. I have 
been in the savings and loan and related businesses for 21 years except for Army 
service time, and am now president of Great Western Savings & Loan Associa 
tion and vice president of Great Western Financial Corp. I speak for both of 
these organizations before you today. All guaranty stock of Great Western 
Savings & Loan Association is owned by Great Western Financial Corp., as is 
nearly all guaranty stock of three other California savings and loan associations 
Great Western Financial Corp. also owns 26 escrow companies, all operating 
within the State of California. None of the associations or other corporations 
owned by Great Western Financial Corp. has offices any place except within 
the State of California. While the Great Western Financial Corp. is incor 
porated under the laws of the State of Delaware, the four savings and loan 
associations and the escrow companies are all incorporated under the laws of 
California. 

I am also on the executive committee of, and today speak for, the Savings 
Association Investors’ Committee. This committee, national in scope, is com 
prised of individuals working together in the defense of a dual system and in 
protection of States rights in our savings and loan business. The executive 
committee includes representatives from Arizona, California, Colorado, Kansas, 
Ohio, and Texas. 

We regard the chairman of the House Banking and Currency Committee as 
a real friend of the savings and loan industry and as one who has made and 
is making great contributions to the protection of the public interest in our 
business. 

It is our contention that the enactment of H. R. 4135 would be contrary to 
the public interest. Its principal effect will be to reduce competition, and to 
inhibit the growth and development of competition, in the savings and loan 
business. We appreciate the opportunity which the chairman and members 
of the committee have given us to express our reasons. 

We submit that legislation specifically affecting savings and loan holding com 
panies should be preceded by a thorough study and analysis. Bank holding 
company legislation is by no means a compelling precedent. 

One of the principal contentions behind the bank holding company legislation 
was the fact that banks either directly affect or influence the volume and 
velocity of currency. This monetary aspects of the bank holding company legis 
lation may be regarded as justification for Federal legislation which interferes 
with the operation of State laws having to do with State banks. But savings 
and loan associations, while they create credit, in no sense can be considered 
to create money as such. This basis, for Federal legislation interfering with 
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the operation of State laws having to do with State banks, does not justify 
Federal legislation interfering with the operation of State laws having to do 
with State savings and loan associations. 

There are further reasons why bank holding company legislation is not a 
precedent for savings and loan holding company legislation. 

The Chairman of the Board of Governors of the Federal Reserve System 
(84th Cong., Ist sess., Senate Banking and Currency Committee hearings, July 
1955) listed control of monopoly and affiliates as the principal factors behind 
bank holding company legislation. These are equally two grounds on which 
savings and loan holding company legislation may be tested—monopoly and 
affiliates. The Chairman of the Board of Governors further expressed the 
opinion that such legislation should apply even where only one bank was 
involved (pp. 44-45). 

Great Western Financial Corp. is now subject to the Department of Justice, 
Federal Trade Commission, and section 7 of the Clayton Antitrust Act, and also 
to the laws and regulations of the State of California where we do business. 
The State of California is fully able to provide any additional regulation that may 
at any time in the future seem desirable. Under our system of government when 
matters can be equally well or better regulated by the States than by the Federal 
Government, those matters are most commonly left by the Congress to the 
regulation of the States. 

Clearly, neither of those two bases for bank holding company legislation— 
monopoly and affiliates—supports the proposed savings and loan holding com- 
pany legislation. 

But, we submit, there are strong affirmative reasons for much more thorough 
study before holding company legislation of this nature is enacted. We believe 
that such a study will lead to the conclusion that this legislation is unnecessary. 

What is the record of performance of our operations which this proposal would 
shackle? 

The combined assets of the savings and loan associations owned by Great 
Western Financial Corp. exceed $240 million. Our largest California com- 
petitor, a commercial banking institution operating under 1 charter, is 40 times 
our size. Our total assets are less than 5 percent of the total assets of savings 
and loan associations located in California, and less than 1 percent of those in 
the Nation. 

Nevertheless, we feel strongly that we are making a contribution to the welfare 
of our community totally disproportionate to our relative size. 

Nineteen hundred and fifty-six was the first full year of our operation. Only 
one of our savings and loan affiliates—Great Western Savings & Loan Associa- 
tion—was with us the full year 1956; 1956 was a year of shortage of money for 
home financing, particularly for financing of low-cost homes and, above all, for 
financing of low-cost homes for minority groups. 

Nevertheless, during 1956, Great Western Savings & Loan Association trans- 
lated more new savings into home financing, with one exception, than did any 
other single savings and loan association in the United States. Contrary to 
the trend in the industry, we specialized in financing low-cost homes. And of 
every $8 we invested, $1, to a total of $8,600,000, was used to finance homes for 
minority groups. 

We are proud of this record. It is in keeping with the best traditions of Amer- 
ican private enterprise to assume the risks involved in financing home ownership 
of the middle and lower income groups. More than 3,700 individuals and organi- 
zation investors, many small and some large, have put up the risk capital for the 
stock of the parent company. This risk capital in turn provides the funds for 
ownership of the guaranty stock which enables our savings and loans to finance 
homeownership with substantially reduced risk to our savings-account holders 
and with diversification of the risk among all 3,700 stockholders of the parent 
company, no one of whom might be willing to assume this risk alone. 

Few savings and loans are in as fortunate a position with respect to the ready 
availability of additional risk capital as are the savings and loans in our group. 
The assurance that capital will be forthcoming when needed is an important 
factor in our ability to finance more than our share of loans in these times of tight 
mortgage money. 

In our opinion, our corporate and financial structure have a direct relationship 
to our record of achievement in the fields of low-cost housing and minority housing 
in which many of our competitors not so organized elect not to concentrate their 
efforts. 

For the foregoing reasons, we respectfully urge that H. R. 4135 not become law. 
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The Cuarrman. Thank you very much for your testimony, Mr. 
Hoeft. 

The committee will adjourn to meet at the call of the Chair. 

(Whereupon, at 12: 05 p. m., the committee adjourned, to meet at the 
eall of the Chair.) 








